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Combined in the Policies of any other Company 




















Monthly 


Journal of Insurance Economics 


June, 1901. 





ECONOMIC ASPECTS OF SEPARATION. 


The Present Situation — What is Likely to be the Future Policy of Companies? 


In the last number of INSUR- 
ANCE ECONOMICS we consid- 
ered the progress of separation in 
the West from which it ap- 
pears that the graded commission- 
separation rule has proved a success, 
both as an offensive and defensive 
measure; that its adoption has not 
only improved the rating situation, 
but has increased the preferred busi- 
ness of Union companies and stopped 
its loss to non-union companies; that 
it has cemented and unified the mem- 
bership of the Union, which is today 
larger than at any previous time, and 
that after nearly two years of opera- 
tion, the governing committee is 
unanimously in favor of absolute 
instead of optional separation. 

At the special meeting of the 
Western Union held at Niagara 
Falls, June 5, the governing commit- 
tee recommended the adoption of en- 
forced separation in all cases, and ab- 
solute non-intercourse ;with non- 
union companies. This radical propo- 


sition had substantially the endorse- 
ment of most western managers and 
many of those from the East, but ob- 
jections were advanced sufficient 
to prevent the adoption of the 
governing committee’s recommenda- 
tion and to defer its consideration 
until the regular fall meeting of the 
Union. 

The ground of opposition to sepa- 
ration is: (1) That accompanied 
by graded commissions it results in 
an unnecessary increase of expen- 
ses; (2) That without an increase 
in commissions it is bad policy to ex- 
clude non-union companies from 
representation in the same agencies 
with Union companies. 

At the time the separation pro- 
gram of the Western Union was 
adopted, there were doubts expressed 
among both Eastern and Western 
underwriters as to its efficiency. 
Many were induced to vote for it 
solely upon the ground that the dis- 
solution of the Western Union wes 
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otherwise assured. Since then there 
have been many converts to the pro- 


position and the majority of under- - 


writers, both in the East and West, 
are today convinced that it is a satis- 
factory policy for Union companies 
to pursue. In other words, the ma- 
jority of companies find that they 
have benefited by separation and that 
the increased expense is justified. 
Two or three companies, whose 
business is largely comprised of pre- 
ferred risks, have not benefited suffi- 
ciently to warrant the increase in ex- 
pense. 

Soon after the action taken by the 
Western Union, the question of 
adopting separation in the East was 
agitated. The Eastern Union mem- 
mership was small and some radical 
measure was deemed necessary . to 
strengthen the organization and hold 
it intact; but nothing has been done. 
In the meantime the sentiment in fa- 
vor of separation has steadily in- 
creased. It is probably safe to say 
that with two exceptions the com- 
panies represented in the Eastern 
Union would today vote for some 
form of separation. Furthermore, it 
is among the possibilities that all 
companies will reach an understand- 
ing, and that a modified form of sep- 
aration will be adopted. 

Many agents in the East are ready 
for separation and believe it will pro- 
mote their interests, especially, if at 
the same time, they could be pro- 
tected against the multiple agent. 

The argument against separation is 
that it is better to have open commis- 
sion companies within the agencies 
than without, because rates can be 
better controlled. The experience in 
the West, however, tends to disprove 


this assertion. With all the discour- 
agement due to adverse laws the 
Western Union is today handling the 
rating situation better than ever. 
Owing to the adverse attitude of 
agents whose interests have been in- 
volved, rate wars on the part of non- 
union companies to prevent separa- 
tion have been resorted to in but 
rare instances. On the other hand, 
the interests of Union companies 
have centered about an equalization 
of rates, and instead of a hasty and 
unscientific flat advance on all classes 
of hazards to meet the heavy loss ra- 
tio, advances are being slowly but 
surely readjusted upon those classes 
which have been carried by the com- 
panies at a loss. This tends to in- 
vite public confidence and to show 
those who have control of state leg- 
islation that it is safe to permit co- 
operation on the part of the compan- 
ies. Under the former system it was 
for the interests of non-union com- 
panies to maintain unequal rates and 
wherever they had a voice in rating 
organizations their influence as a 
whole has been thrown against equal- 
ization. 

From an economic point of view 
an agreed rate should bear an agreed 
commission. Competition should 
offer an equality of opportunity. 
With all companies agreed upon 
rates and a part of them upon com- 
missions there is an inequality of op- 
portunity created in favor of the com- 
pany which does not agree upon 
commissions. This condition is un- 
economic, because the profit of the 
differential commission company is 
made at the expense of the property 
owner who is required by the agree- 
ment to pay the preferred rate. That 
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system of. underwriting which tends 
to produce the lowest rate-to the in- 
sured, and to equalize the cost be- 
tween all classes of hazards is sound 
from the standpoint of economics; 
that which tends to make rates higher 
and more unequal is uneconomic. 

[f competition in fire insurance is 
to be successfully regulated it is quite 
necessary that both commissions and 
rates be covered. Each company 
acting for itself certainly has a 
right to say what commission shall 
be paid to its agents. And if the in- 
dividual company holds such a right, 
it clearly has the same right to agree 
with its competitors in regard there- 
to. If they have a right to agree 
upon commissions they have an 
equal right to adopt any measure 
necessary to make uniform commis- 
sions effective. Any company has 
a right to say under what conditions 
it shall be represented in any agency, 
and if it has this right as an individ- 
ual corporation it has an equal right 
to agree with its competitors to en- 
force the same conditions. 

The right of company organiza- 
tions to enforce separation is clear. 
If a uniform commission is necessary 
and the companies have a right to 
agree upon such a commission, the 
only measure which apparently will 
make such a uniform agreement ef- 
fective against the competition of 
non-union companies in mixed agen- 
cies is enforced separation. Where 
Union and non-union companies are 
placed side by side in the same agen- 
cy, the one paying flat commis- 
sions and the other paying such com- 
missions as it chooses, the open com- 
mission company is likely to get the 
bulk of the business or to obtain the 
most profitable portions of it. Where 


other conditions are equal there is 
nothing which will prevent a non-un- 
ion company from gaining the as- 
cendency in a mixed agency. 

A large percentage of agencies in 
Eastern Union territory today are 
mixed. An agent who represents 
high commission companies natur- 
ally does not want separation en- 
forced, especially if the flat fifteen 
per cent. commission is continued. 
The agent’s objection is that he does 
not want his right to get what com- 
mission he can circumscribed; that 
is to say, he wishes to sell his busi- 
ness in an open market. Neverthe- 
less, the agent today recognizes that 
under certain circumstances it is 
proper and right to check competi- 
tion, for he is not only asking the 
companies to suppress the broker but 
to stop the multiplication of agents. 

The agent also objects to separa- 
tion because he believes it is a part 
of the general movement toward con- 
centration. He does not wish to en- 
courage this concentration because 
he feels it will constitute a force 
against which he may be powerless. 
The agent is right in concluding that 
separation is one phase of the move- 
ment towards concentration, but it is 
a phase for which the companies 
cannot be held wholly responsible. 
The agents have encouraged and 
supported high commission compan- 
ies and in many cases have made the 
conditions insufferable for companies 
paying uniform commissions. 

Is it wise for the local agent to re- 
sist a movement which is but the log- 


’ ical working out of conditions which 


he himself has helped to create? 
Would it not be better for him to ac- 
cept the logical drift of events and to 
replace his loss of income, if this is 
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to be the result of separation, by in- 
sisting that the companies shall pro- 
tect him against the illegitimate prac- 
tices of brokers and the destructive 
competition of multiple agencies? 
The agent does not hurt himself by 
representing one class of companies; 
on the contrary, he invites confidence 
by so doing. Is not the agent who 
sells his business in an open market 
to the highest bidder less of an un- 
derwriter than one who does not? If 
he does his business upon the basis 
of a uniform commission does he not 
serve his companies and the commun- 
ity better, and consequently himself? 

A recent commentor upon the 
progress of separation in the West 
says: “It looks as if we were drift- 
ing into a condition of things where 
peace cannot possibly be main- 
tained.” This brings us. to the final 
phase of separation. What will be 
Lhe results to underwriting as a whole 
if the non-union companies are forced 
into separate agencies? ‘The results 
will be that for a time the non-union 
companies will maintain an indepen- 
dent position, competing with the 
Union companies both upon ratesand 
commissions. Eventually the major- 
ity of the non-union companies will 
either become Union members or will 
retire. That group of companies 
whose business as a whole is con- 
ducted with the greatest intelligence 
and on the most scientific lines will 
command itself to public confidence 
and in the long run will win. The in- 


dications are that today Union com- 
panies stand most strongly in favor of 
equalization and classification. 

The probability is that some of the 
most powerful non-union companies 
will for a long time continue to act 
upon an independent basis. They 
may even go so far as to co-operate 
with each other and organize a strong 
competing association which will bid 
with Union companies, not only for 
the patronage of agents upon com- 
missions, but upon rates as well. If 
this occurs the competition of the fu- 
ture will be along the line of giving 
the public the best service at the low- 
est rate. The agent will be an essen- 
tial factor in the situation. The 
class of companies which wins and 
holds the best middlemen will stand 
the best chance of success. In the 
meantime, concentration in the ranks 
of both Union and non-Union com- 
panies will proceed and the eventual 
co-operation of the two great oppos- 
ing camps is not an unlikely occur- 
rence. 

Of this we feel certain, that separa- 
tion is to be the established policy of 
Union companies and that the future 
interests of the agent lies in identify- 
ing himself with that class of compan- 
ies which is most likely to command 
public confidence. As a theoretical 
proposition separation is impregnable 
and as a practical proposition it is a 
desirable policy for Union companies 
to adopt as soon as it can be effect- 
ively enforced. 
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WHAT IT COSTS TO DO THE BUSINESS. 


Interesting Comparative Statistics Showing Lite Insurance Expenses in 1900. 


Expense in life insurance is the one 
great phase of the business subject 
to the influence of competition. Mor- 
tality and interest, upon which the 
net premium is based, are governed 
by laws of a different nature. The 
cost of transacting the business has 
of late years largely increased, and 
to this cause, more than anything 
else, is due the marked reduction in 
dividends which the companies, as a 
whole, have been compelled to face. 
At the present time the expense mar- 
gin in the life insurance premium is 
entirely consumed, and the gains re- 
alized accrue wholly from favorable 
mortality and excess interest earn- 
ings. Under these circumstances the 
dividend, as a factor in the sale of life 
insurance, has become of consider- 
ably less importance than formerly. 

For the purpose of showing the 
present condition of the expense ac- 
count, we are publishing in this num- 
ber a detailed analysis of the expen- 
ses during 1900 of twenty-five Ameri- 
can life insurance companies, pre- 
pared by Mr. Benjamin F. Brown, 
the well-known statistician. The 
table has been submitted to the ac- 
tuarial department of each company 
represented in the exhibit, with a re- 
quest for criticism and corrections, 
so that its accuracy is well estab- 
lished. The table not only shows the 
various elements of the expense ac- 
count, but all of the companies are 
placed on precisely the same footing 
in every essential particular, and prac- 
tical equity is rendered to all. 

The final ratios of expense de- 
duced are calculated both upon the 
per cent of gross expenses to pre- 


miums and also to insurance in force. 
In several cases it will be noted that 
companies with relatively high ratios 
to premiums have relatively low ra- 
tios to insurance in force. 

An important column'in the table 
is that showing the average amount 
of premium received per thousand of 
insurance by each company. It 
varies from $29.80 to $40.90, and of- 
fers a necessary item to consider in 
making fair comparisons between the 
different companies. In the case of 
a company having a low average 
premium the number of dollars ex- 
pended might make the expense ra- 
tio to premiums relatively high as 
compared with other companies, 
when a comparison of the per- 
centage of expense to insurance in 
force would show very little actual 
difference in the ratios. 

Another important column is that 
showing the proportion of paid new 
business to insurance in force. All 
other things being equal a company 
which is doing a comparatively large 
amount of new business will show a 
relatively high expense rate, and un- 
der these circumstances it would not 
be fair to compare expense ratios as 
an actual index of relative economy. 
It is estimated that the cost of new 
business will average fully ten times 
more than the care of an equal 
amount of old business. 

Nevertheless the expense rate per 
thousand, as produced by Mr. 
Brown’s method of computation, of- 
fers to the student of life insurance a 
fairly good basis of comparison. This 
ratio probably shows substantially the 
various degrees of economy manifest- 
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ed in the conduct of the different 
companies. At any rate we fell sure 
that the ratios produced can be stud- 
ied with profit by all. 

The following comparisons of the 
total results for the twenty-five com- 
panies during the past three years is 
most interesting: 


1898 1899 1900 
Average Premium 36.20 36.90 37.60 
Expense to Premium 25.62 26.67 2619 
Expense to Insurance 9.27 9.84 9 84 


From this it will be seen that while 
there was a reduction in the ratio of 
expense to premiums in 1900 over the 
previous year, the actual ratio to in- 
surance in force remained he same. 

The detailed results shown in the 
table are extremely interesting and 
command attention. The amount 
consumed on first year’s commissions 
is about double the expense loading 
provided, while the renewal commis- 
sions are comparatively small. In 
the case of some companies 
the cost of placing new business is 
not wholly shown in the commission 
ratio, since it does not include salaries 
to agents and other items of expen- 
diture or account of current business. 
These expenditures, however, appear 
in the column termed “commissions 
and agency expenses,” which perhaps 
gives a more accurate insight into the 
relative amount spent by the com- 
panies in placing new business. 

It is interesting to note that of the 
gross mean expense rate of 26.19 per 
cent., 15.18 per cent is absorbed by 
the agency expenses, 7.59 per cent. 
by salaries of officials and home office 
expenditures, and 3.42 per cent. in 
taxes and other minor expenses not 
connected with management. 

According to this exhibit the gross 
expenses in 1900, as well as for some 
years past, have absorbed practically 
all the expense loading of the life 
insurance premiums, so that profit on 
account of saving in expense load- 
ing no longer exists. These facts call 


for careful consideration on the part 
of the managers of American life in- 
surance companies. While it is pos- 
sible to make drafts upon the saving 
in mortality and gains in interest for 
expenses, it is not only undesirable 
to intrench upon these sources of 
gain, but it is extremely desirable 
that the present percentage of the 
premium absorbed in expenses 
should be materially reduced. The 
aim of life insurance in the future 
should be to make the cost of insur- 
ance to the public less than it now is. 
The companies which can accomplish 
this will secure the business. 

The cost of administration in life 
insurance today is heavy. Many 
useless middlemen are maintained. 
The practice of rebating is a prolific 
source of waste. The main trouble 
is the large commissions paid out of 
first year’s premiums. This not only 
requires the use of surplus funds to 
purchase new business, but in the 
case of early lapse it entails a loss 
which cannot be replaced. In the 
estimation of many practical under- 
writers, commissions to agents could 
be materially reduced during the first 
year without in any respect curtail- 
ing the opportunity for efficient work 
in the field. Reduced first year’s 
commissions would limit competition 
to the best class of agents. There is 
satisfactory evidence that the tend- 
ency is in the direction of this reform. 
Agents are beginning to realize that 
in the long run their interests will be 
advanced by low first year’s commis- 
sions. Furthermore there is a pub- 
lic demand for a better class of 
life insurance solicitors. Already 
some practical steps have been taken 
towards reducing first year’s eommis- 
sions, giving the agent the benefit of 
increased compensation where the 
policy is renewed. This is a move in 
the right direction and is one phase 
of the reaction against high expenses, 
and the new era of competition upon 
the basis of net cost. 











COMPANIES. 


AOtBR «200 cece 
Berkshire .... 
Conn, General 
Conn, Mutual. 
Equitable..... 


Germania,.... 
re 
Manhattan,... 
Mass. Mutual. 
Mutual Benefit 


Mutual....... 
National ..... 
New England. 
New York.... 
Northwestern. 


Penn Mutual.. 
Pheenix Mut’l. 
Prov’t L. & T. 
Prov’t Savings 
State Mutual . 


Travelers..... 
Union Central 
Union Mutual 
United States. 
Washington .. 


Totals and 
Mean Ratios 


| 








*New 


Premiums. 


256,052 
653,162 
1,298,217 


7,276,001 
612,053 
452,680 

10,184,271 

2,652,084 


1,364,284 
588,776 
532,618 
735,661 
394,145 


529,665 





184,165 
478,858 


37,860,415 
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* Renewal 
Premiums. 


. 
5,606,567 


1,874,788 
451,641 
4,538,282 
37,315,549 


2,927,508 
1,664,684 
1,632,143 
4,046,858 
8,984,290 


$5,873,688 
3,174,950 
3,566,012 
37,443,214 
18,213,182 


6,761,268 
1,866,410 
4,598,038 
2,661,910 
2,728,289 


2,769,073 
3,747,223 
1,260,906 
1,011,129 
1,865,250 


196,577,852 





from rents as per report. 





Average Gross 





Prem. Receipt 
®/|per Unit of Assur- 


| 


36.10 
38.80 
33.70 
80.60 
38.40 


40.90 
37.00 
31.30 
34.70 
37.3U 


37.90 
38.10 
33.30 
39.60 
39.40 


38.60 
38.50 
38.20 
33.00 
38.50 


30.30 
31.60 
31.10 
29.80 
38.40 


37.60 


ance in Force. 





Commissions 
aid on New 
Business. 


3 
680,958 
123,689 
39,571 
104,123 
2,537,490 


243,925 
178,272 
148,842 
325,229 


530,122 


5,135,354 
357,480 
229,881 

5,365,212 

1,171,940 


726,908 
288,905 
198,112 
366,548 
185,295 


243,210 
470,843 
185,915 
106,486 


261,467 


20,205,772 
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45.59 


60,88 
52.73 
58.00 
47.61 
40.84 


70.58 
58.40 
50.78 
52.68 
44.19 
53,28 
49.07 
37.20 
49.82 
47.02 


46.04 


54.60 


53.37 


excluded. 








Commissions 
aid on 
Renewals, 


$ 
313,876 
109,375 
24,769 
286,283 
2,342,426 


126,188 


110,450 


85,638 
250,882 
477,794 


1,993,474 
216,181 
164,254 

1,187,377 

1,375,545 


365,673 
113,488 
236,055 


123,496 


189,020 


150,106 
235,777 
79,598 
72,515 


103,485 


10,733,725 


Renewal 
Premiums. 


Per Cent. of 








**Commissions 
anil Agency 
Expenses. 


8 
1,015,877 
266,572 
91,205 
415,655 
5,164,068 


532,653 
383,0.9 
309,621 
646,83 
1,039,547 


8,459,702 
646,213 
428,578 

8,097,338 

2,547,485 


1,179,288 
465,710 
477,008 
612,483 
418,696 


449,516 
761,715 
384,378 
293,314 
506,504 


35,592,543 





Per Cent. of 
| 


| Gross Premiums. 


& 


19.61 
17.07 
10.66 
17.00 
12.21 


14.51 
14,73 

9.30 
18.04 
13.43 


13.62 
16.18 
24.55 
22.86 
21.61 


* Pure gross premiums, surrender values used to purchase paid-up insurance and consideration for annuities excluded. 
taxes, real-estate expenses, annuity commissions and P, and L, iten 
missions and P. and L. items excluded, 





ANALYSIS OF LIFE INSURANCE EXPENSES IN 1900. 


rom the Official New York Report by Benjamin F. Brown.) 
(Copyr'ght June, 1901.) 


+t Management 
Expenses. 


$ 
1,457,154 
390,887 
141,308 
754,023 
8,969,880 


773,320 
608,765 
601,272 
971,638 
1,666,345 


11,644,189 
892,322 
807,195 

11,304, 06: 

3,493,709 


1,660,028 
699,016 
839,755 

1,183,990 
609,750 


671,689 
1,306,181 
579,089 
473,139 
887,822 


53,386,529 





| 


Per Cent. of 
Gross Premiums, 


15,23 
20,92 


23,24 
30.39 
31.83 
20.54 
16,21 


26.98 
23.56 
2.08 
23.73 
16.75 


20.43 
28.47 
16,37 
34.86 


19,56 


20.36 
27.76 
37.09 
39.58 
37.88 


22.77 





t Gross 
Expenses, 


% 
1,818,978 
451,512 
160,017 
1,384,348 
10,263,073 


910,616 
691,168 
738,744 
1,066,600 
2,100,961 


12,961,016 
1,054,665 
907,844 
12,159,810 
4,395,368 


2,145,054 
798,416 
982,239 

1,255,366 


716,471 


890,577 
1,397,510 
619,548 
517,439 
1,011,879 


61,399,219 








Per Cent, of 
Gross Premiums. 
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** Annuity commissions excluded, 
; : t Including stock dividends in excess of earnings of capital at actual rate of the 
a To conform with the usage of other companies real-estate taxes and expenses ($423,206) are included in expenses insteac 
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10.19 
12.51 
7.32 
12.20 
8.86 


8.17 
9.30 
12.34 
12.88 
16.57 


t Stock dividends, 
ear; Annuity com- 
of being deducted 





REVIEW OF THE MONTH. 
LIFE INSURANCE. 


With the opening of the twentieth 
century an important movement in 
life insurance has 

A Twentieth Cen- been inaugurated in 

tury Movement. respect to the classifi- 
cation of risks, under which it is proposed 
to collate statistics which will enable the 
companies to differentiate the lives in- 
sured and obtain a more accurate knowl- 
edge as to the exact cost of each clase of 
risks. It is a noteworthy fact that while 
in fire insurance competition has led to a 
wide differentiation in the rates charged 
upon individual hazards of the same class, 
according to their experience, yet in life 
insurance this has never been done except 
in the case of so-called under average 
lives. It is also the practice of the com- 
panies, in the case of risks which do not 
fully meet the standard, to issue only 
certain forms of policies; that is to say, 
in some cases a short-term endowment 
policy will be issued where an application 
for an ordinary life contract will be de- 
clined. 

In the main, however, the practice has 
been to insure all lives of a given age at 
the same rate, giving them the same 
benefits and the same dividends. Experi- 
ence has shown, however, that there are 
certain classes of lives among those 60 
insured which contribute more heavily to 
the mortality cost than others. There are 
a number of factors which tend to infiu- 
ence the exposure of the company to loss, 
among them, height, weight, nationality, 
occupation, family history, personal rec- 
ord and residence, but there has never 
been collected a combined body of statis- 
tics which would show the exact results 
in respect to these different hazards. 

The matter has for sometime been the 
subject of coneideration by American ac- 
tuaries. A year ago it was first brought 
to public attention before the interna- 
tional Actuaries’ Congress at Paris by Mr. 
Emory McClintock of New York, who 
read an admirable paper dealing with the 


whole question of differentiation in life 
insurance hazards, pointing out that there 
were not only certain well defined classes 
of risks which contributed more to the 
cost of insurance than others, but that it 
was possible, by an efficient experience 
table, to ascertain what these classes 
were. The matter has since been the sub- 
ject of extended consideration by a spec- 
ial committee of the Actuarial Society of 
America of which Mr. McClintock is . 
chairman, his associates being Messrs. 
Wells, Weeks, Miller and Van Cise. As 
the result of its labors this committee has 
prepared quite an extensive table of class- 
ifications, covering the following points: 
age, weight, amount of policy, race, occu- 
pation, personal record, family record, 
residence. 

This report was read at the meeting of 
the Actuarial Society, held in New York 
last month, and approved. The co-opera- 
tion of enough companies at that time 
was secured to warrant the success of the 
plan. The committee estimated that the 
cost of the work would not be more than 
$30,000. Following the adjournment of 
the society, Mr. Oscar B. Ireland, the new 
president, addressed a communication to 
the president. of each insurance company 
whose actuaries were members of the so- 
ciety. Favorable replies have already 
been received from a majority of the com- 
panies addressed, and none have as yet 
declined to co-operate. The success of 
the project is practically assured. 

es se 

The statistics furnished by the company 

will be collated by the committee of ac- 


tuaries having the 
ph - the matter in charge. It 
lassification. is designed to have 


the data in completed form before the 
meeting of the International Congress of 
Actuaries in September 1903. Concerning 
the purpose of the proposed classifica- 
tion of risks the committee says: 

“The mass of materials thus obtained 
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and published may subsequently be 
worked up in any desired form or combi- 
nation, but the results will in any event 
be immediately useful as indicating the 
comparative desirability as risks of the 
classes in question. They will relieve 
some risks of the doubts which now at- 
tend them, and on the other hand, will 
confirm and deepen doubts and prejudices 
now entertained concerning other classes. 
The chief object of the investigation is to 
supply to the companies authentic sta- 
istics with all the facts bearing upon their 
scope and reliability to be used for what 
they may be worth in coming to correct 
decisions upon individual applications for 
life insurance.” 

There has been a growing feeling, not 
only among actuaries who deal with life 
insurance in its scientific aspects, but 
among managers and agents who deal 
with the question on its practical side, 
that the business does not adapt itself to 
human need with esufficient flexibility and 
admits of little variation in premium 
charges. What use the companies will 
make of the statistics collected by the 
special committee of the Acturial So- 
ciety is as yet undetermined. They 
may conclude to use the result of 
the investigation merely to assist the 
medical departments of the companies in 
forming decisions concerning applicants 
for insurance. The results shown will 
undoubtedly lead to some modification on 
the part of medical examiners as to what 
consitutes selected lives, a point in which 
the agency forces are particularly inter- 
ested, .It remains to be seen whether or 
not there will be any variation in rate as 
the result of this investigation, but the 
whole movement is such a long step in 
advance and so clearly along the line 
of progress that many insurance men be- 
lieve it is likely ‘to result in important 
modifications in the principles and prac- 
tices of life insurance. 

An objection has been raised to the pro- 
posed investigation on the ground that it 
will lead to competition among the com- 
panies on the question of rates. It is 
pointed out that there is at present no 
such competition, all companies charging 
practically the same rates. This is due 


of course to the fact that premiums are 
calculated upon a common table of mor- 
tality. It is now claimed that any move- 
ment which discloses the experience on 
particular classes of hazards will preci- 
pitate competition, and that this will in 
turn necessitate agreement among the 
companies to stop this competition. The 
ground taken is that the success of life 
insurance is due to the fact that it is 
based upon general mortality tables and 
has avoided the expedient of a classifica- 
tion of hazards. The acquirement of fur- 
ther knowledge in respect to mortality 
experience is deprecated as likely to lead 
to evils which do not at present exist. 

This view, however, is entirely reaction- 
ary, and while the classification proposed 
may introduce temporary disturbing in- 
fluences into the business, the movement, 
as we have said, is strictly a progressive 
one and entirely in accordance with the 
dictates of business wisdom. 

One of the most interesting features of 
the proposed investigation is that relating 
to residence. The scope of this branch of 
investigation is confined to particular 
counties in fourteen Southern and West- 
ern states, where, owing to climatic in- 
fluences, the experience of the companies 
has greatly varied from the average. The 
experience in some sections has been so 
abnormal that a suggestion has recently 
been advanced for an agreement between 
the companies to obtain increased rates 
upon applicants for insurance residing in 
these districts. 

se Se 

The suggestion was made by President 
James W. Alexander of the Equitable 

Company Life Assurance Socie- 

Co-operation ty at the meeting of 

Advocated. the Actuarial Society 
at which the report of the committee hav- 
ing charge of the mortality investigation 
was made. Mr. Alexander’s proposition 
has excited wide-spread comment, less per- 
haps on account of his suggestion in re- 
spect to increased rates on extra hazard- 
ous risks—(which involves a comparative- 
ly limited territory and interests only a 
portion of the companies)—than because 
of his intimation that there were other 
more important features in the business 
which should be the subject of conference 
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and agreement between company mana- 
gers. 

Mr. Alexander outlined the general sit- 
uation as follows: 

“We are all more or less swayed by 
the influences about us. Competition 
among the companies is active, and the 
desire to stand well in regard to the vol- 
ume of business, and in those features 
which are generally looked at by the 
public as evidences of success, is natural, 
and I suppose it is not reprehensible for 
us all to wish to do a considerable amount 
of business. But the competition of late 
years, it seems to me, has been running 
close to the confines of prudence. In 
former times we had a wide margin of 
safety from the sources of surplus, for 
protection, for minimizing the risks from 
mortality, and now the margin has been 
gradually cut down by competition until 
it must be recognized by every one that 
there ought to be some influence at work 
to prevent its going very much further.” 

Speaking more specifically, he expressed 
the opinion that the time had arrived for 
some form of co-operation between life 
insurance companies for the purpose of 
increasing rates in regions and for occu- 
pations where there is evidently some 
danger of an excessive mortality. Fur- 
thermore he favored co-operation in re- 
gard to “other features of:the business 
where there may be a draft made upon 
the resources which go to make surplus 
and go for safety.” 

Mr. Alexander’s last proposition covers 
either the cost of placing business or 
forms of policies or both. In the case of 
the suggested co-operation to increase 
rates for excessive mortality in certain re- 
gions and for certain occupations but a 
portion of the companies are interested, 
inasmuch as many of the conservative 
ccmpanies do not operate in the territor- 
fes tc which Mr. Alexander alludes. In 
respect to forms of policies, also, the liber- 
ality of contract complained of is con- 
fined to a part of the companies. 


se Ss 


On the cost of placing new business, 


practically all are interested, and this ts 


a form of co-opera- 

The Cost of New tion, which, if it could 

Business. be effectively put into 
force, would be cordially approved by a 
substantial majority of the companies. 
But there are difficulties in the way 
of co-operation upon this point which 
seem to make it a _ possibility of 
the future only. Competition in life 
insurance, as Mr. Alexander says, is 
very active. The field for new busi- 
ness is constantly enlarging and life 
insurance is growing more and more pop- 
ular every day. Certain companies are 
rapidly growing as a result of competi- 
tive measures adopted, and are likely, for 
some time to come, to look with disfavor 
upon any proposition which may circum- 
scribe their opportunities. 

In all prokability the Equitable and the 
Mutual Life have reached a stage of de- 
velopment where the ambition of their 
managers is no longer to grow with great 
rapidity. This, however, we believe is 
not true of the New York Life which has 
an ambition to become the greatest life 
insurance institution in the wcrld and can 
hardly be expected to listen to any pro- 
position which means the restriction of 
competition. Several other companies are 
rapidly forging to the front and they, 
likewise, might feel indisposed to put a 
check upon their operations in any re- 
spect. 

The bulk of the smaller companies 
would undoubtedly co-operate in the reg- 
ulation of the expense of new business 
if they were satisfied that the agreement 
would be carried out in good faith. Upon 
this point they entertain considerable 
doubt. The anti-rebate agreement with 
its ineffectiveness and final failure is so 
fresh in the minds of company managers 
that they hesitate to enter into another 
agreement of the same nature. It is only 
a question of time, however, when the 
companies will feel compelled to co-oper- 
ate upon the cost of new business. Life 
insurance of late years has been expand- 
ing very rapidly. It will continue to so 
expand, but probably with decreasing ra- 
pidity. When the ratio of increase has 
sufficiently subsided to induce a more ex- 
tended sense of moderation, the desire for 
co-operation will then manifest itself too 
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strongly to be ignored. It may be that 
that time has arrived; that ‘Mr. Alexan- 
der’s proposition is but a forerunner of 
important changes in the business dur- 
ing the next few years. 

It is certain that there is a little more 
moderation in the business today than 
there has been during the past few years, 
yet it is doubtful if that psychic moment 
has arrived when there will be a spon- 
taneous response to an invitation for co- 
operation. In other words, can an effect- 
ive agreement between the companies be 
put in force until a few companies, now 
making strenuous efforts to reach a de- 
sired goal, are satisfied that open compe- 
tition no longer advances their special in- 
terests? Some of the companies have ap- 
parently reached that point where co-op- 
eration for them is better than competi- 
tion. 

We are looking at the matter from the 
standpoint of economic conditions. From 
the standpoint of the policy-holder, effec- 
tive co-operation between mutual compan- 
ies would unquestionably greatly reduce 
the net cost of insurance. But life insur- 
ance, like every other business, has to pay 
for the excessive cost of competition until 
by the evolution of conditions co-opera- 
tion becomes possible, 

cs st 

The agitation in favor of protection be- 
tween general agents against unworthy 
solicitors, begun by 
President Register of 
the National Associa- 
tion of Life Underwriters and subse- 
quently endorsed by some of the foremost 
leaders in the agency movement, has 
reached a stage where definite steps have 
been taken to secure the desired results, 
The discussion seemed to show that it was 
undesirable for the National Association 
itself to attempt to regulate the matter 
or to organize a bureau for the exchange 
of information between its members. 

At the mid-year meeting of the: execu- 


Protection 
Against Agents. 


tive committee of the National Associa- - 


tion, held in New York in May, proposi- 
tions were considered from private cor- 
porations for the collection and dissemi- 
nation of information respecting agents. 
After considering the propositions the exe- 
cutive committee concluded to endorse 


one of them as seeming to meet the re- 
quirements much better than anything 
previously discussed. The plan of the 
private bureau referred to is to obtain in- 
formation from the general agents in re- 
gard to agents employed by them and to 
furnish this information in turn to sub- 
scribers. The system pursued is similar 
to that adopted by the mercantile agencies. 

Some misapprehension has existed in re- 
gard to the position of the executive com- 
mittee in respect to this bureau. The 
committee has simply endorsed the plan 
and has not obligated the National As- 
sociation or any of its members to sup- 
port it. Should the National Association 
desire to adopt some other plan it can 
do so. Objections have been advanced to 
granting a valuable franchise to a pri- 
vate corporation. The objections, how- 
ever, seem to emanate from the competi- 
tors of the publishing company which has 
succeeded in securing the endorsement of 
the executive committee. 

se Ss 

The executive committee of the National 
Association also took important action 
relating to the em- 
ployment of agents. 
It decided to recom- 
mend to the next meeting of the National 
body for adoption the following resolu- 
tion: 

‘‘We, the members of the National Asso- 
ciation of Life Underwriters, in conven- 
tion assembled do hereby recommend to 
all companies that contracts be made 
only with agents devoting their entire 
time and energies to the business of life 
insurance. 

“That this Association further request 
the officers of all companies to exert their 
influence in the direction of this needed 
reform.” 

This resolution was introduced at the 
last meeting of the National Association 
at Saratoga and led to an interesting par- 
liamentary discussion. An attempt was 
made to suppress it, but the convention 
would not permit this disposition of the 
matter although it was not prepared to 
adopt the recommendation at that time. 
It was suggested that the resolution be 
referred to the executive committee with 
power to act, but the motion finally pre- 


To Check Com- 
petition, 
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vailing was to refer it to the executive 
committee with instructions to report at 
the next meeting. 

The result of this reference is that it 
has received the approval of the execu- 
tive committee and in all probability will 
be adopted by the next convention. It is 
an important step and if properly applied 
will undoubtedly result in greatly im- 
proving the character of men employed 
in the business. Competition in life in- 
surance has beeome so fierce, that it is 
not uncommon to employ as agents men 
in other branches of trade, who are 
wholly unacquainted with the principles 
and practices of life insurance, and merely 
exert their influence to secure business 
for the companies which they represent. 
During the past few years one of the big 
companies has largely built up its busi- 
ness by this method. 

Any attempt to enforce a rule of this 
character will be opposed by those com- 
panies which are profiting by this system 
of agency appointments. Resolutions 
adopted by the National Association are, 
however, merely recommendations and 
impose no obligations upon anyone. They 
express the views of the Association as 
to what lines of business practice should 
govern the companies in the appointment 
of agents. The improvement suggested ig 
now generally recognized to be essential 
to the welfare of the business. 

ss SS 

The selection of Portland, Me. as the 
place of the next annual convention has 
excited considerable 
criticism, particularly 
in the West. A strong 
effort was made to have the meet- 
ing at Cincinnati this year. In fact, 
it is understood that President Reg- 
ister and one or two other officials 
were much in favor of this city. It tran- 
spired, however, that the majority of the 
members of the executive committee 
strongly favored a meeting in the East. 

The causes for this selection are not 
local but general. It is a fact that the 
support of the National Association at 
present comes almost entirely from East- 
ern Associations. While there are a 
number of Western organizations, yet 
they do not show sufficient cohesive 


The Place of 
Meeting. 


force to exert the same power and 
influence as those in the Bast. Even 
when the conventions have been held 
in the West the attendance of West- 
ern delegates has not been as large 
as expected. There are a few strong as- 
sociations in the West, but the indications 
are that life insurance men in that terri- 
tory, as a whole, are passing through 
phases of competition, which in the Eaet, 
are now largely matters of history. 

This is not an unnatural condition, but 
strictly in the order of evolution. The 
National Association has been essentially 
a conservative body. The East is the es- 
sentially conservative section of the coun- 
try. Conservatism is the real cohesive 
and controlling force in any organization. 
It is characteristic of Western sentiment 
that it manifests a feverish desire for 
radical action. Nevertheless some of the 
most valued members of the National As- 
sociation are numbered among Western 
underwriters and their influence has been 
for the betterment of the business and 
their judgment of great value in directing 
the management of the National Asso- 
ciation. 

The attendance at this year’s convention 
of the National Association will undoubt- 
edly be as large as at previous conven- 
tions, possibly larger. There are several 
questions of importance to come before it 
in which underwriters in all parts of the 
country are interested. These problems, 
together with the efforts of the present 
administration, will undoubtedly awaken 
unusual interest in this year’s convention. 


se 


Interest in the preliminary term prom- 
lem has been revived by a discussion of 
this absorbing ques- 
tion before the Actua- 
rial Society of Ameri- 
ca, and also by the issuance of the an- 
nual report of the Vermont Insurance de- 
partment, in which the recent findings of 
the Supreme Court of that State are ex- 
tensively discussed. 

The question has been before the Ac- 
tuarial Society in one form or another for 
the past three years. It was first broached 
at the April, 1898, meeting by the late W. 
D. Whiting, who presented a paper enti- 
tled, ‘‘Provision for the Distribution of 


Actuaries on 
Term Reserves. 
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Expenses,” during the course of which he 
suggested that the heavy cost of new 
business be met by valuing the policies 
during the first year as term insurance. 
At the regular meeting of the society the 
following October, Mr. Whiting’s proposi- 
tion was discussed and endorsed by Mr. 
Walter S. Nichols and Mr. Thomas B. 
Macauley. Mr. Macauley’s remarks upon 
that. occasion are presented in full else- 
where. Messrs. Daniel H. Wells, James 
M. Craig, James C. Crawford and Wal- 
ter C. Wright spoke in opposition. Mr. 
Bloomfield J. Miller expressed the opin- 
ion that the one-year-term proposition 
was feasable and legal, but entirely im- 
practicable. 

Since then the matter has become a 
topic of extended public controversy in 
the insurance press and between the pre- 
liminary term companies and the insur- 
ance departments. The question was 
again brought before the ‘Actuarial So- 
ciety for discussion at the October 1900 
meeting, when Walter S. Nichols pre- 
sented an exhaustive paper approving 
the one-year-term valuation as essential 
in the case of small and new companies. 
His presentation of the miatter has been 
widely commented upon, both favorably 
and adversely. 

At the regular meeting of the society 
last month, Mr. Daniel H. Wells, who ap- 
peared as a witness for the Vermont 
Insurance Department, in the recent con- 
test before the Supreme Court of that 
State, offered a paper criticising the posi- 
tion taken by Mr. Nichols. He believed 
that the one-year term valuation was not 
only unsound, but carried to its final an- 
alysis was absolutely absurd as a life 
insurance proposition. He held that if it 
is right for a company, by altering the 
terms of the contract, to use its reserve 
during the first year it is also right for it 
to make a similar use of the reserve dur- 
ing any number of years. He showed 


that by so doing it would eventually be- 


come impossible to accumulate the neces- 
Sary reserve out of the premium pay- 
ments. 
es et 
Mr. Bloomfield J. Miller took up the 
discussion of Mr. Wells’ arguments and 


disagreed with him, 

Term Valuation saying that in his op- 

Unsound. inion the one-year- 
term valuation was mathematically possi- 
ble and legally correct, and that this form 
of valuation might be carried on for a 
number of years until a point was reached 
where it would be necessary to use 
the entire gross premium. to provide for 
the reserve. Beyond that point the com- 
pampany could not theoretically or practi- 
cally go. This would require, however, a 
gross, instead of a net valuation in order 
to ascertain the condition of the com- 
pany. Viewed from the standpoint of 
sound life insurance practice Mr. Miller 
believed that the preliminary term valua- 
tion should be disapproved; that it was 
merely a subterfuge adopted to conceal 
expense and was of no use or benefit to a 
properly managed company. As a practi- 
cal proposition he did not consider the 
financial security offered by a preliminary 
term company sufficient to justify him in 
becoming a policy-holder in such a cor- 
poration, 

Mr. Emory McClintock supported Mr. 
Wells and took issue with Mr. Miller, 
stating that inasmuch as the statutes 
would not permit a gross valuation, the 
term valuation could not be carried to 
the point suggested by Mr. Miller. He 
said that it would be illegal to value 
an ordinary life and endowment policy as 
term insurance during the first or subse- 
quent years, whether it was so stated in 
the contract or not. Mr. McClintock 
went so far as to say that the renew- 
able term policies issued by some com- 
panies, were being wrongly valued by the 
department. . The present practice, how- 
ever, might be defended because more 
convenient and the valuation was but 
slightly different in any event. 

Mr. Carlton T. Lewis also spoke in op- 
position to the preliminary term valua- 
tion and reinforced the arguments ad- 
vanced by Messrs. Wells and McClintock 
in respect to the legal aspects of the case 
and of Mr. Miller in regard to its practi- 
cal bearing. Mr. Nichols spoke in de- 
fence of his position and outlined the rea- 
sons which led him to bring the matter 
forward for discussion. 

The situation now is that Mr. Nichols is 
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the only living American actuary record- 
ed in favor of a preliminary term valua- 
tion and Mr. Macaulay the only Canadian 
actuary so recorded. Both, however, ap- 
pear to approve the proposition as a mat- 
ter of expediency and do not contend that 
it represents a logical, clearly defined 
method of valuation which should be uni- 
versally adopted in place of the present 
system of net valuations. 

ses Ss & 

The larger portion of the repert of the 
Insurance Commissioners of Vermont for 
1900, just issued, is 
comprised of an at- 
tempted analysis of 
the recent decision of the Vermont Su- 
preme Court, upholding the preliminary 
The commissioners state 


The Vermont 
Department 


term valuation. 
that inasmuch as their future action must 
be governed in important particulars by 
this decision, they deem it incumbent 
upon them to present, as far as they can, 
its general scope. 

It is pointed out that the issue presented 
to the Court related merely to the legal 
construction of policies containing a one- 
year term clause. There was no anticipa- 
tion that the Court would depart from the 
issues presented and would make no at- 
tempt to interpret the statutes in their 
bearing upon the general question of val- 
uation; nevertheless the Court took the 
occasion of this suit to enter upon a 
broad discussion of valuation and gave 
slight attention to the actual point at 
issue, even going so far as to misstate 
the nature of the contracts offered for in- 
terpretation. The commiesioners’ exami- 
nation of the opinion leads them to con- 
clude that the Court decides that the Ver- 
mont law will allow the valuation of an 
ordinary life policy as term insurance 
during the first year without any stipula- 
tion in the contract. 

Taking up other phases of the decision 
the commissioners say that it lays down 
rules which are so difficult of uniform 
application and so hard to reconcile as to 
suggest the necessity for a revision of the 
statute. They refer particularly to what 
the Court says in respect to the influence 
of expenses upon the reserve, and con- 
clude that it holds: 

(1) That the first year’s reserve (irre- 


spective apparently of the form of policy) 
may be the premium paid less the ex- 
pense of obtaining the policy. 

(2) That in such method of computa- 
tion the prescribed rate of interest and 
table of mortality must not be disregard- 
ed. 

The commissioners say that the second 
proposition presents a difficult problem; 
that heretofore they have understood the 
requirement in regard to the use of the 
Actuaries’ four per cent. table to be a 
complete regulation of the manner in 
which the net value shall be determined. 
They say: 

“Given the policy, with the 
ment that its net value shall be found 
according to the actuaries’ table of mor- 
tality with interest at four per cent. is 
any’ further element necessary to the 
correct determination of a reserve? Can 
any other function be introduced without 
making a change in the valuation rule? 
The commissioners are unable to under- 
stand or td apply to any specific contract 
this portion of the opinion, which inti- 
mates that where the rate of interest and 
tables of mortality are the only functions 
prescribid for a valuation other elements 
may be introduced to vary the result, and 
that the expense of getting the policy is 
one of these elements.” 

es st 

The Commissioners conclude that the 
results of the Court’s decision are so 

sweeping that com- 

What the Depart- panies should hereaf- 

ment Will Do. ter either be required 
to specify the system of valuation pur- 
sued or that the Vermont statutes should 
be made clear and definite and so framed 
as to meet the approval of the best ac- 
tuarial sentiment of the country. In sub- 
sequent reports they will require the com- 


require- 


panies to so specify where they are valu- 
ing their policies upon the preliminary 
term basis. The question of amending 
the law in 1902 will depend largely upon 
the degrcre to which a bill generally be- 
lieved to be suited to present conditions 
can be prepared. 

The commissioners’ presentation of the 
case is a very courteous and yet search- 
ing analysis of the Supreme Court’s deci- 
sion, showing clearly its contradictions 
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and the unsoundness of many of its con- 
clusions, Their statement that policies 
cannot be valued upon the principles of 
reservation laid down by the court will 
be supported by every actuarial authority 
in the country. A reserve which is based 
on the Actuaries’ four per cent. table can- 
not take any account of expense and if 
expense is taken into account in making 
the valuation the Actuaries’ four per 
cent. table is absolutely useless as a de- 
finite measure of valuation. 

The fact is that the Vermont Supreme 
Court, in stating that the question of ex- 
pense enters into the calculation of re- 
serves, has hopelessly confused the ques- 
tion of scientific valuation. A life insur- 
ance reserve scientifically calculated al- 
ways has and always must rest upon 
mortality and interest. It has nothing 
to do with expense, which is covered in a 
special fund provided for that purpose. 
The idea that expense does influence and 
modify the reserve is at the root of the 
whole fallacy in regard to the prelimi- 
nary term valuation, and the Vermont 
Supreme Court in making its unsound and 
confusing pronouncement, has but logi- 
cally placed itself in the position into 
which the advocates of the preliminary 
term valuation have forced it. It is for 
this reason that we hope the matter will 
come before the Massachusetts Supreme 
Court for adjudication, because the legal 
confusion into which the matter has been 
thrown by the decision of the Vermont 
Court is likely to be counterbalanced by 
the findings of this deliberative body. 

ss SF 

No move has yet been made on the 
part of the ccrporation interested to bring 
the question of pre- 
liminary term valua- 
tions before the Mass- 
achusetts Supreme Court. The action of 
the company in this respect probably de- 
pends, in a large measure, upon the re- 
sults of the valuation of its policies and 
the analysis of its statement now being 
made by the department. 
condition shown will be affected, not 
only by an increased valuation, but by 
one or two other important questions up- 
on which the practice of tne Massachu- 


The Situation in 
Massachusetts. 


The financial 


setts department differs with that of 
other departments, notably in respect to 
deductions on account of uncollected pre- 
miums and the admission of policy liens 
as assits. If the company is shown to 
be solvent under the Massachusetts law 
as interpreted by the Massachusetts com- 
missioner, with the approval of the At- 
torney-General, there will be no necessity 
for an immediate appeal to the courts. 
On the other hand, if it is insolvent the 
question will have to be brought before 
the court at once, unless the company 
should conclude to stop doing business 
in Massachusetts rather than risk the 
chance of an adverse decision by the 
court, which would have its due effect 
upon the insurance departments of other 
states. 

So much has been said concerning the 
brief but important instructions given 
Insurance Commissioner Cutting by At- 
torney-General Knowlton of Massachu- 
setts in respect to preliminary term val- 
uation that it is interesting to know from 
the attorney-general himself why he did 
not prepare an elaborate opinion for pub- 
lication. Being unwilling to rule against 
the department, and prepared to defend 
Commissioner Cutting if his position were 
attacked through the courts, and under- 
standing from the counsel for the Provi- 
dent Savings Life that the case would be 
carried to the court, Mr. Knowlton did 
not feel it incumbent upon himself to 
render a decision upon a point of law 
which was about to be presented to the 
Supreme Court of Massachusetts for 
adjudication. 

When the case comes before the court 
Mr. Knowlton, in defending the insurance 
department, will present his views in re- 
gard to preliminary term reserves. While 
he believes with many others, that the 
question is a very intricate one and may 
be effectively argued upon both sides, yet, 
from the standpoint of a public official, 
he prefers to appear before the court as 
an advocate of the position taken by In- 
surance Commissioner Cutting. The de- 
cision of the Vermont Supreme Court is 
not convincing to the attorney-general 
and is not accepted by him as a legal pre- 
cedent outside of Vermont. 





FIRE INSURANCE. 


The fire insurance problems of the past 
month have centered about the special 
meeting of the West- 
ern Union held at 
Niagara Falls, June 
6, where the question of rates in anti- 
compact states was considered, as well 
as the situation in excepted cities. An 
unsuccessful attempt was also made to 
extend and perfect the Western Union 
separation program. There was a large 
attendance of Eastern managers, a fact 
which influenced perhaps even more than 
usual the legislation of the Union. 

Upon the question of anti-compact 
states the Union, as a result of legal ad- 
vice, recommended that no action be 
taken in respect to rates in states where 
agreements between the companies are 
prohibited, believing that by pursuing a 
“let alone’ policy the drift of sentiment 
towards a repeal or modification of these 
laws would, within the next year or two, 
be strong enough to secure desired 
relief. Some members of the Union, how- 
ever, were in favor of radical action. 
They believed the interests of the busi- 
ness would be promoted by agreeing upon 
rates, and if attacked, making an issue 
either by withdrawal from the whole of 
the state or from its congested portions. 

The prevalent opinion, however, was 
that this would only further incense those 
in control of legislation and would retard 
rather than promote the movement to- 
wards repeal or modification. In the 
meantime it was pointed out that as a 
result of the personal pledges made, ad- 
visory rates in anti-compact states were 
being much better observed. A special 
committee was appointed to interview ab- 
sent members as to their attitude toward 
the support of independent inspection bu- 
reaué. 


The Western 
Union Meeting 
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The action of the Western Union in re- 
spect to the anti-compact states has been 
taken advisedly. The 
companies cannot af- 
ford to assume a de- 
fiant attitude, nor is it necessary to 
Anti-compact laws are due to na- 
tural causes and cannot be corrected by 
While they have, 
to change 


Wisdom of 
the Action. 


do so. 


unnatural measures. 


without success, attempted 


economic law, yet they have had their 
due effect in bringing about changes in 
the business of fire insurance and modi- 
fications in individual opinions which have 
in some respects, been beneficial. 

That the Western Union was justified 
in letting the situation alone, hop- 
ing thus to assist the movement towards 
relief, is shown by recent events in the 
important states of Ohio and Missour:. 
The Cleveland Chamber cf Commerce has 
promised its support to the local fire in- 
surance agents in their efforts to secure 
the repeal of the anti-compact and co- 
insurance laws, and it is understood that 
various boards of trade throughout the 
state will work for the same results. The 
Commercial Club of Kansas City has re- 
cently made a demand upon the compan- 
ies that the insured be furnished with a 
rate card showing how the premium 
charges are made up. The latter is a clear 
and unqualified recognition of the desira- 
bility of uniform rate making. 

It is a noteworthy fact that out of 
the chaos caused by adverse legislation 
there is gradually evolving a public sen- 
timent in favor of a classified experience 
and schedule rating, to which it will be 
necessary for the companies to respond 
in order to secure a repeal or modification 
of restrictive legislation. It is not im- 
probable that in the near future we shall 
find the companies, the insured and the 
state moving forward together towards 
scientific rate making. 
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In connection with the question of rates 
in anti-compact states, it is interesting to 
note that considerable 
public attention has 
been drawn to some 
remarks made by Mr. John H. Wash- 
burn at the recent annual banquet 
of the National Board of Fire Un- 
derwriters. Mr. Washburn’ expressed 
the opinion that the time had arrived for 
again handling rates in all parts of the 
country through local agents, supervised 
by efficient field organizations. He held 
that as conditions were at present, the 
system of rating by compact managers, 
stamping clerks and Independent raters 
in anti-compact states, was a failure and 
that harmony between the companies and 


Rating by 
Agents. 
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the agents would not be restored until 
this method of rating had been aban- 
doned, To his mind the alienation of 
agents has been due more to the latter’s 
lost sense of responsibility in respect to 
rates than anything else. He believed 
that in taking rating out of the hands 
of agents much had been done to pro- 
mote anti-compact laws and that the res- 
toration of those functions would mate- 
rially improve the situation in respect 
to adverse legislation. 

President Markham of the National As- 
sociation of Local Fire Insurance Agents, 
who was present as a guest of the Nation- 
al Board, also spoke and commented fav- 
orably upon Mr. Washburn’s position, 
saying that in his opinion uniform rating 
privileges in anti-compact states could be 
procured either through the use of com- 
bined experience tables or by leaving the 
situation in the hands of agents. As vol- 
untary rating upon a combined classifica- 
tion appeared remote, there seemed 
nothing left but to make use of the 
agency forces. 


at Se 


The question of rating by local agents 
has its theoretical and its practical side. 
In some remarks made 
to agents last Septem- 
ber, the editor of In- 


The Companies’ 
Rights. 


surance Economics said: 

“The company has the absolute, unqual- 
ified right to name the price at which in- 
surance shall be sold. The agent has no 
such right, except as it may be delegateu 


to him by the company. Circumstances 
have placed great rating powers in the 
hands of local agents, particularly in 
large cities. This fact has undoubtedly 
led to abuses which would not exist if 
rates were more directly under the con- 
trol of the company. It is likewise re- 
sponsible in a large degree for the une- 
qual premium charges imposed upon the 
insured. The eompany alone possesses 
knowledge sufficiently comprehensive to 
determine the cost of insurance. The ab- 
solute rate-making power possessed by 
some agents is compatible only with the 
theory that each locality shall pay its own 
cost and nothing else, a theory which is 
contrery to sound insurance. The dele- 
gation of rate-making powers to those 


whose interest therein is that of a com- 
missioned agent is opposed to sound busi- 
ness principles; and for that reason it 
would be better for the interests of local 
agents, as a whole, if they were stripped 
of those powers.” 

The theoretical right of the companies 
to make their own rates is perfectly clear. 
It is an anomaly for agents to ask or ex- 
pect that they shall be given rating pow- 
ers. As a practical proposition, rating by 
agents has its defects. It has helped to 
create the present unsatisfactory inequali- 
ty and has led to much discrimination in 
premium charges which would not exist 
had the companies had more direct con- 
trol. It is true that the agent knows 
more about the character of the particu- 
lar risks in his locality, but he does not 
know the cost of carrying any given class 
of risks as a whole. The company alone 
knows this cost, or should know it, and 
is therefore alone qualified to make a 
class rate. The proper function of the 
company is to name the rate on the basis 
of its classification and depend upon its 
agents, as expert inspectors, for informa- 
tion which will enable it, by means of 
schedules, to differentiate the class rate 
according to the particular risk under 
consideration. 

eS 

But expediency possibly has its bearing 
upon this problem, which has its political 
as well as its economic 
aspects. In the ab- 
sence of a combined 
classification agents have frequently felt 
that rates for their particular locality 
were being unjustly made and that the 
companies were often arbitrary in their 
charges. In this they have voiced the 
sentiment of their clients, the insured, 
whose interests it is inevitable they 
should attempt to represent as well as 
those of the companies. Under these cir- 
cumstances agents have been led to pro- 
mote adverse legislation. About this fact 
there is no question. 

Mr. Washburn’s proposition amounts to 
this: That under existing conditions it is 
expedient for the companies to give their 
agents larger rating powers, that they 
can do this without losing entire control 
of the situation and that the one thing 


The Practical 
Aspects. 
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most needful at present is to harmonize 
the interests or the companies and the 
agents. 

There is something to be said in favor 
of this proposition, although it is the oreti- 
cally wrong. The great question now at 
stake is, not so much who shall name 
the rate, as whether the rate shall be sut- 
ficient to yield a profit, shall be based 
upon ascertained cost and apportioned 
equally according to the nature of the 
hazard. If all this can be done by the 
agents working in co-operation with the 
companies, as well as it can be done by 
the companies alone, (and perhaps it can 
be done better) there is no reason why 
Mr. Washburn’s proposition should be re- 
garded with disfavor. If, however, the 
agents are going to ‘‘work”’ rates in par- 
ticular localities for their own special ad- 
vantage, there is nothing to be gained 
and the issue, as to who shall make the 
rates, had much better be fought out on 
present lines. 


es Fe Ss 


In connection with the discussion upon 
rates in anti-compact states much has 
been said in respect to 
the assumption of ra- 
ting functions in those 
states by the Insurance Survey Bureau 
of Chicago. The discussion seems to have 
grown out of the following facts: 

Over a year ago the Survey Bureau ap- 
pointed a committee to construct a sched- 
ule for the use of its inspectors, who were 
expected to apply this schedule to the 
risks inspected and furnish the rate esti- 
mate to members. When the new mer- 
cantile schedule of the Western Union 
was issued the manager of the Survey 
Bureau was instructed to criticise the 
same with a view of ascertaining how 
nearly it would meet the requirements of 
the Bureau. Copies of his criticism were 
sent to various members, some of whom 
happened to be on the committee which 
constructed the mercantile schedule. As 
the criticism was not favorable, the be- 
lief gained currency that the Survey Bu- 
reau had designs upon the rating func- 
tions of the Western Union. It is stated, 
however, that it was never the intention 
of the Bureau to arrogate to itself rate 
making for the Western Union. 


Rating by 
Survey Bureaus 


Nevertheless the suggestion that this 
Bureau nanale tne raung situation in 
anti-compact states is regarded witn in- 
terest. lt was organized at a time when 
the aissolution ort the Western Union 
6eemeu imminent. tad the aissolution 
occurred, it was the purpose of the bu- 
reau to assume some of its work, but 
never having been called upon to do this 
its labors have been confined entirely to 
inspections. The Bureau has steadily 
grown in membership and in the efficien- 
cy of its work, and has become a strong 
controlling influence in the West. Many 
underwriters believe that the Survey Bu- 
reau at Chicago, as well as that recently 
organized in the South, is in a position 
to render effective service to the compan- 
ies in anti-compact states in the matter 
of rating, without contravening the law. 
It is felt, furthermore, that these inspec- 
tion bureaus are likely in the near fu- 
ture to become one of the most important 
features of co-operation between the com- 
panies. 

It is interesting to note that as the re- 
sult of a conference between the Bureau 
and the Governing Committee of the 
Western Union all differences have been 
adjusted and that the Bureau has offered 
the loan of its inspectors to the Union for 
the purpose of applying the new mercan- 
tile schedule to the risks inspected. 

se 


Upon the question of regulating ex- 
penses in large cities the Western Union, 
E upon the recommen- 

Control of dation of its commit- 

Large Cities. tee having this matter 
in charge, took no direct action other than 
to endorse the plans for the organization 
of the “Large Cities Insurance Ex- 
change,’”’ an independent association com- 
prised of union and non-union companies. 
It is understood that when 90 per cent. of 
the companies operating in these excepted 
cities have endorsed the plan, it will be 
put into operation. 

Since the meeting of the Western Union 
at Old Point Comfort the Large Cities 
Committee has taken hold of the situa- 
tion with a view to securing effective leg- 
islation. The matter was opened by the 
appointment of two conference commit- 
tees; one representing the Western 
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Union, and the other the non-union com- 
panies. These committees conferred and 
adopted a mutually satisfactory platform, 
which, now that it has received the ap 
proval of the Western Union, will be sub- 
mitted to the non-union companies. Ac-~ 
cording to the “Insurance Post,’’ the plat- 
form adopted declares that the companies 
signing the agreement shail pay graded 
commissions of fifteen, twenty and twen- 
ty-five per cent. and no more than the 
ordinary brokerage as provided by local 
board rules. Where companies employ 
salaried managers the latter shall be re- 
stricted to the same rates of brokerage. 
If the agreement is not adopted it is 
stated that preferred rates in excepted 
cities will be reduced. 
cs se 

In the meantime leading local agents in 
the excepted cities have taken a hand in 
the situation and, in 
response to aé_ call 
from Louisville, twen- 
ty agents from St. Louis, Milwaukee, Cin- 
cinnati and Louisville met in Chicago for 
the purpose of conferring, and if possible, 
devising measures to protect their inter- 
ests in face of the movement to reduce 
commissions. A number of leading agents 
of Chicago were also present. 

An attempt was made some weeks ago 
to have a joint conference between union 
and non-union companies and leading lo- 
cal agents for the purpose of reaching a 
mutually satisfactory conclusion. The 
meeting in Chicago, however, was called 
entirely in the interests of local agents, in 
which the companies took no part. Reso- 
lutions were adopted stating that “the 
present multiple agency system, admitted 
by most companies to be utterly vicious, 
etands directly in the path of needd re- 
forms.” They also declare “that until 
companies and managers recognize that 
rebaters neutralize the efforts of honor- 
able and loyal agents, and until an effec- 
tive rule is enforced between the compan- 
ies, compelling the discharge of a rebating 
agent or employe, the most nexious 
sources of demoralization will continue 
and healthful co-operation be found im- 
possible.”’ 

It was finally declared that unless re- 
bating and the appointment of multiple 


Demand Single 
Agencies. 


agencies ceased no decrease in commis- 
sions could be made effective, but that 
when such reforms were enforced reduc- 
tion in expenses would naturally follow. 
It was held that with only one agent for 
each company an agency appointment 
would be a valuable franchise readily 
placed at a lower rate of commission than 
now obtains. 7 

This declaration of principles will, it is 
expected, be adopted by local boards of all 
the large cities, Louisville having already 
done so. 
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It is now felt that definite steps should 
be taken to control commissions in ex- 
cepted cities. Mana- 

The Situation gers of union compan.- 

Must be Handled ies whose business is 
most largely located in these cities, insist 
that something shall be done to protect 
their interests. The cost of doing busi- 
ness therein has steadily increased, and 
with heavy losses, competition has be. 
come almost ruinous to small and large 
companies alike. The proposition to meet 
the situation by a reduction in the number 
of agencies is looked upon with great in- 
terest. There are probably few managers 
who would not be willing to see a settle- 
ment of the question on the basis sug- 
gested; that is, lower commissions and 
single agencies. The single agency ques- 
tion, however, at once raises up the mat- 
ter of “annexes” and all the seemingly 
insurmountable complications surround- 
ing that delicate question. 

The large cities’ question is also up for 
consideration in the East. The expected 
co-operation of non-union companies de- 
pends, in considerable measure, upon 
what is done in excepted cities in Eastern 
Union territory. The majority of non- 
union companies believe that something 
should be done before co-op°ration is es- 
tablished. At a conference with the Com- 
mittee of Fifteen of the Fastern Union it 
was proposed to apply a fixed commission 
to one of the excepted cities, like Buffalo, 
as an experiment, and if successful, to ex- 
tend it to all other exc*pted territory. 
This proposition was satisfactory to some 
of the non-union companies, but not to 
all, the objection raised being that those 
interested in preventing company control 
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in the excepted territory would take spec- 
ial pains to see that the experiment failed. 

It is not improbable, however, that the 
membership of the Eastern Union will be 
substantially increased in the near future, 
and a more or less aggressive platform 
adopted which will protect the members 
against outside competition. The feeling 
among non-union companies is that the 
general interests of the business demana 
the preservation of the Eastern Union and 
that unless the co-operating membership 
of that body is enlarged its dissolution is 
only a question of time. 

cs et 

Conferences between the Western Union 
and the National Association of Local 
Fire Insurance Agents 
will be resumed, the 
conference committee 
of the Union having been reappointed at 
its recent meeting at Niagara Falls, with 
some changes in personnel. Mr. Eugene 
Cary has been selected as chairman, 
while Mr. A. F. Dean, John P. Hubble and 
W. J. Littlejohn have been reappointed. 
The other member is Mr. George M. 
Lovejoy of Cincinnati. In discussing the 
announced dissolution of the former con- 
ference committee in the April number, 
we said, “Conference is so absolutely es- 
sential to harmony of action between the 
two interests that it is perfectly safe to 
say it is only a question of time when cor- 
dial relations will be re-established and 
co-operation between companies and 
agents permanently maintained.” It is, 
therefore, a matter of satisfaction to re- 
cord that steps have already been taken 
towards the resumption of relations 
which were for a time very much strained. 
The plan of conference between companies 
and agents has been persistently advocat- 
ed by this magazine. We believe the per- 
manent interests of both, under existing 
conditions, demand an effective medium 
through which a mutual understanding 
can be reached. The interests of compan- 
ies and agents are, in a sense, opposed, 
but there is a point at which those inter- 
ests can be harmonized and made mutual. 
Much is often gained by making conces- 
sions in the interests of peace. Neither 
the companies nor the agents can afford 
to stand off at a distance and address un- 


Conference 
with Agents. 


pleasant remarks to each other. 

The discussion which has ensued as a 
result of the dissolution of the Western 
Union’s conference committee has tended 
to clear the atmosphere and has given all 
a better understanding of the situation. 
Less immediate resulis will be exprctred 
from conferences in the future, but more 
will be actually done. If the companies 
and agents during the current year can 
come to a satisiactory understanding 
upon the one point of state legislation, 
perhaps all that can within reason be ex- 
pected will be accomplished. 

The National and State Associations are 
in the field to stay. They stand for the 
self-interest of the local agents. They 
can and will work in harmony with the 
companies on all points where their in-~ 
terests are not injured. The company or- 
ganizations stand for the self-interest of 
the companies and will co-operate with 
the agents wherever their interests are 
not injured. Where there is a conflict of 
self-interest a settlement can be effected 
either by war or compromise. We believe 
that compromise is best because it results 
in less waste and less wrong. 

st se 

The proposition made by the president 
of the Utah Local Agents’ Association, in 
respect to preparing 
and publishing a list 
of cut rate companies 
for the information of members of 
the National Association, has attracted 
widespread attention. It apparently has 
the approval of some of the most 
conservative leaders in the agency 
movement. Mr. Wilson thinks that 
9 per cent. of the companies would 
probably approve his proposition. If this 
were true the success of the measure 
would be almost assured. As a matter of 
fact, the proposition, as at present under- 
stood by the companies, is quite generally 
opposed. 

In view of the present contest in the 
West it is likely that non-union compan- 
ies would oppose the plan. If they deem 
it expedient as a defensive measure to be 
free to cut rates in different localities 
they would naturally resist any action 
which might place them in an unfavorable 
light because they chose to exercise this 


Non-Board 
Competition. 
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prerogative. It is also held that taking 
the country as a whole nearly every com- 
pany is cutting rates somewhere, for one 
reason or another, and that it would be 
much simpler to publish a list of compan- 
ies which never cut rates. Many under- 
writers feel that companies, which, are 
ordinarily loyal to the interests of local 
agents, might be warranted in cutting 
rates in certain localities to meet the 
emergencies of the moment. 

Mr. Wilson’s defence of his proposition 
is that the National Association has a per- 
fect right to establish a bureau of infor- 
mation for its members in regard to cut 
rate companies. In doing so no boycott 
is instituted. Each agent is allowed to 
exercise his own judgment. It is, of 
course, among the possibilities that in 
time, as the National Association grows 
stronger, some steps may be taken to in- 
sist that members resign the agency of 
any companies wilfully cutting rates. Mr. 
Wilson thinks that the adoption of his 
resolution will do more to win the support 
of agents than any other action which 
might be taken at this time, and that if 
the National Association desires to prove 
its worth it must defend its members 
against cut-rate companies. 

Since the issuance of Mr. Wilson’s cir- 
cular the proposition has been favorably 
passed upon by three state associations. 
A canvass of those interested in the agen- 
cy movement seems to indicate that the 
question will be a leading issue before the 
next meeting of the National Association. 
It is only a question of time when the 
National and State Associations will be 
compelled to take some such action as has 
been suggested. It may be that the time 
is now ripe. On the other hand, it is pos- 
sible by moving forward too rapidly to 
weaken the movement and defeat the cul- 
mination of other reforms toward which 
the National Association has for several 
years been progressing. The question 
should, at least, be considered in confer- 
ence between companies and agents be- 
fore definite action is taken. 


During the past two months attention 
has been attracted to the campaign ot 
education undertaken 
in Ohio and Iowa by 

Public. the Committee on the 
Dissemination of Information of the 
Western Union. Mr. John P. Hub- 
ble, secretary of the committee, has 
immediate charge of this part of 
its work. An attempt will be made to 
so modify public sentiment as to secure 
a repeal or modification of adverse laws 
at the next sessions of the state legisla- 
tures. 

Some surprise has been occasioned by 
the fact that the committee has inau- 
gurated its work without the advice or 
co-operation of the State associations of 
local agents. The State associations affi- 
liating with the National Association have 
a better hold on the political situation 
than any other organization possibly can 
have. If the services of the agents are 
desired they should be solicited through 
the medium of the organizations. 


Educating the 





The Committee on Lawe of the National 
Board reports that discriminating tax 
bills were defeated in six states during 
the current year, and says: “We cannot 
guard ourselves too jealously against 
enactments discriminating against differ- 
ent classes of companies. If such laws 
are to prevail, no class of companies can 
be secure, for legislation might be di- 
rected against them which would make 
it impossible to do business in states 
choosing to impose conditions too onerous 
to be complied with as a prerequisite to 
the transaction of legitimate business. 
The bill recently introduced in the Penn- 
sylvania legislature emphasizes the dan- 
gerous character of such legislation, be- 
cause it includes other than Pennsylva- 
nia companies with the foreign compan- 
ies whose tax it proposed to raise to four 


“per cent. upon gross premiums.” 
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“The “Economist” of Toronto discusses 
the one-year-term valuation favorably 
and presents an interesting tabulation 
showing what the reserves on a twenty 
payment life policy would be from year to 
year, first, on the one-year-term valuation 
and second upon the ordinary plan:— 


| 
First Year) Ordinary |Yr.| First Year | Ordin- 
Term Term 


ax] 
a 


SOD ARM to | 





000 | 5 240 71 
19 62 37 2 7 7 
40 09 

61 16 

&3 03 

105 48 

129 07 

152 91 

77 73 

203 45 





_ 


The following is a comparative table of 
the standing of level premium companies 
and fraternal associations at the present 
time .— 


Level Prem. 
3,071,243 
$6,947,096 609 
2,260 
#1,724,737.723 
#1 413,517,601 
$151,942, 174 
$ 158,277,942 
#392,358,741 

$ 261,467,238 


Fraternals 

Outstanding Contracts 3.457, 187 
Insurance outstanding $5,385 833,171 
Average size of Policy 1,550 
Assets 22,7387 174 
Reserve . * * 

$5,218,730 
$17,518,444 
$58,664,246 
$54,462,340 


Liabilities 
Surplus 
Income 
Di-burs2zments 
These figures show the immense popu- 
larity of the fraternal system and the wide 
range of influence exerted by these or- 
ganizations. The number of contracts 
outstanding is larger than in the case of 
level premium companies, while the out- 
standing insurance is not very far be- 
hind. In view of this fact it is significant 
to note the great difference in the protec- 
tion afforded under the two systems. 
With a comparatively small difference In 
the amount of outstanding insurance, the 
immense difference in the amount of as- 
sets held to insure the payment of these 
contracts is striking. It might reason- 
ably be supposed that the level premium 
companies, with total assets of $1,724,000,- 
000, would be able to discharge their as- 
sumed obligations of $6,947,000,000. On the 


other hand, does it seem reasonable that 
with less than $23,000,000 of assets the fra- 
ternals can discharge obligations of 
$5,385,000,000 ? 
s+ Ft 

We referred last month to’ the fact that 
the New York state law in respect to the 
valuation of life insurance policies had 
been amended, requiring hereafter, as a 
fixed standard, the Actuaries’ 4 per cent. 
table for business written prior to Janu- 
ary 1, 1901, and the American 31-2 per cent. 
table thereafter. We now learn that at the 
same time another important amendment 
to existing laws was passed respecting the 
solvency of companies under this provis- 
ion. The law of New York, heretofore, 
has allowed the appointment of a receiver 
for a life insurance company whenever its 
assets were less than its legal liabilities. 
The amendment, however, requires that if 
a company becomes impaired under the 
existing law it shall merely cease doing 
business until its assets exceed its liabil- 
ities, and that a receiver shall not be ap- 
pointed for the company until its assets 
are insufficient to meet its liabilities as 
calculated upon the American table of 
mortality._with interest at 4 1-2 per cent. 

se 

Over 2 per cent. of the total insurance 
in force held by the three giant life in- 
surance companies of New York is upon 
lives in foreign countries, mainly in Eu- 
rope. Of the total insurance in force held 
by the Equitable 24.7 per cent. is upon 
alien lives. In the case of the Mutual the 
percentage is 15.9 per cent., and in the 
New York Life 22.9 per cet. The large 
American companies have been steadily 
extending their operations abroad and 
their growth in recent years is quite re. 
markable. In the past twelve years the 


‘foreign insurance in force has more than 


doubled, increasing from $362,000,000 in 1890 
to $741,000,000 in 1901. Of this latter sum 
the Equitable holds $275,000,000, the Mu- 
tual $181,000,000 and the New York Life 
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$285,000,000. In the last four years the lat- 
ter company has increased its foreign 
insurance in force about $60,000,000. 
se 

Although the American life insurance 
companies have for years made a prac- 
tise of selling annuities, they are just be- 
ginning to realize the possibilities in this 
direction and are more and more supple- 
menting their efforts in the sale of life 
insurance policies by annuity investments. 
Practically all the legal reserve companies 
are now selling annuities. Several are 
making particular efforts in this direction, 
and unquestionably in time this branch 
of the business will be as largely devel- 
oped in America as it is at present in 
Great Britain. The business in Great 
Britain is done very largely by American 
companies. The total annuity business of 
American companies has nearly doubled 
within the last five years. During 1900 
American life insurance companies paid 
over $4,000,000 to annuitants. The sale of 
annuities in America is in its infancy. 
This field of effort is certain in the near 
future to be made a prominent part of the 
work of life insurance companies. 

se 

The attitude of life insurance companies 
towards Christian Scientists has recently 
been the subject of public discussion and 
controversy. It appears that some of the 
life insurance companies have not been 
wholly willing to assume risk where the 
applicant denies the necessity for medical 
advice and assistance. The insurance com- 
panies look at the matter in a practical 
light and not from the standpoint of re- 
ligious belief, with which they have noth- 
ing to do. It is merely a question of de- 
termining whether a Christian Scientist 
is as good a risk as other lives. This 
phase of the question has been discussed 
from both points of view. The Christian 
Scientists claim that they offer better 
risks for a life insurance company than 
the average man. The medical profes- 


sion as a whole seems to think otherwise. 


The examiners of life insurance compan- 
ies are physicians who claim to effect 
cures through medicines and not by psy- 
chic treatment, Very naturally they would 
look with disfavor upon those who believe 
that the use of medicine in the case of dis- 


ease is unnecessary and undesirable. The 
practise of the companies will be deter- 
mined by the attitude of their medical ex- 
aminers. If Christian Science should prove 
more than a fad it will, as time goes on, 
be possible to ascertain by statistical evi- 
dence whether the mortality among those 
who use. no medicine is greater than 
among those who do. In the meantime, it 
is not probable that any general rule will 
be laid down by life insurance companies, 
but undoubtedly if it is known that an 
applicant for insurance is a Christian 
Scientist and does not propose to seek 
medical advice under any circumstances, 
this fact will be taken into consideration 
in passing upon the desirability of the 
risk for insurance. 
ee 

The “Intelligencer” calls attention to 
the fact that according to the Connecticut 
report the Bquitable Life shows lapses 
during 1900 of $55,000,000, the Mutual of 
$61,000,000, and the New York Life of $29,- 
000,000, and says that this is evidence of 
superior management on the part of the 
New York Life in certain directions. This 
is an injustice to the competitors of the 
New York Life because it takes no ac- 
count of some $29,000,000 of extended in- 
surance for which the New York Life 
obtained credit. If only paid-up in- 
surance had been granted, as has been 
done by the Equitable and Mutual, the 
amount of lapsed insurance shown would 
have been much larger. For instance, if 
a $1,000 policy lapses and extended insur- 
ance is given, the company obtains credit 
in its statement for insurance in force 
amounting to its face value, $1,000, where- 
as if paid-up insurance is given, the actual 
amount of insurance in force, appearing 
in the statement might be but a fraction 
of that sum. In both cases the benefit to 
the policy-holder would be identical and 
the effect on the economy of the company 
would be the same. The difference in the 
amount of insurance in force would be 
purely nominal. 

& a & 

The New York Life has followed the 
example of the Mutual Life in requiring 
its agents, where a policy is delivered 
without the payment of premium, to ob- 
tain a receipt from the applicant stating 
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that the policy is delivered and received 
for inspection only, and that the company 
shall incur no liability until the premium 
is paid. It is the practice of some com- 
panies to deliver completed policies for 
inspection. Sometimes two or three poli- 
cies are so delivered, the insured being 
given the choice as to which he will take. 
Frequently, too, the policy is delivered to 
the applicant without any certainty that 
he eventually intends to take it. By the 
terms of most life insurance contracts, the 
policy does not become in force until the 
premium has been paid, but this provision 
has not been literally enforced. The in- 
spection receipt for the policy referred to 
above, is to be used by the agents of the 
New York Life in every case where the 
first premium is not paid in cash. 
ss 

Commissioner Cutting of Massachu- 

setts, is criticised by the one-year-term 


advocates because, while opposing the 
preliminary term valuation, he is certify- 
ing to such a valuation in the case of two 
Massachusetts companies, the Boston 
Mutual Life and the Atlantic Mutual Life. 
These companies formerly did business 
under assessment law and are now oper- 
ating under the so-called “Dewey” law, 
which directs the commissioner to value 
policies during the first year on the term 
basis until Jan. 1, 1903. After that it will 
be necessary to put up the full reserve 
during the first year. It is stated that 
Commissioner Cutting used his influence 
to bring about the passage of the Dewey 
law. This, however, is incorrect. Com- 
missioner Cutting favored the passage 
of a law placing assessment corporations 
upon a strictly old line basis, but agreed 
not to oppose a bill permitting the first 
year term valuation until 190%. 





THE MUTUAL RESERVE FUND LIFE ASSOCIATION. 





Present Status of the Organization — Its Chances for Future Success. 


There is a growing distrust among the 
state departments in regard to the finan- 
cial condition of the Mutual Reserve 
Fund Life Association of New York City. 
The association has been making what 
seems to be an unsuccessful attempt to 
avert the results of mismanagement and 
error. Its business has been stopped in 
three important Western states and a 
serious trouble is brewing with others. 
The Minnesota and Wisconsin depart- 
ments recently commissioned Mr. S. H. 
Wolfe, a New York examiner, to examine 
the affairs of the association. The officers 
of the company declined to permit this ex- 
amination and its license in those states 
was revoked. 

In refusing to submit to an examination 
the officers of the company are acting en. 
tirely within their rights. The Mutual 
Reserve has been examined to death. It 
was an imposition on the part of Minne- 
sota and Wisconsin to put the association 
through the courses again. The Mutual 
Reserve was examined two years ago by 


the New York department and its condi- 
tion then clearly shown. The facts then 
disclosed were sufficient to enable any de- 
partment to judge as to its future outlook. 
In attempting to make additional exam- 
inations it looks very much as though 
some commissioners were trying to join 
the management in squeezing the last 
drop out of the orange before letting it 
go. 

In the September, 1899, issue of this mag- 
azine, in commenting upon the examina- 
tion then made by the New York depart- 
ment, we said: 

“The question for the policy-holders to 
determine is whether or not the associa- 
tion can survive. It might if the mem- 
bers could co-operate and substitute a 
new management of unquestionable integ- 
rity and capacity, having no connection, 
directly or indirectly, with the present 
management. We believe it quite im- 
probable that this will be attempted. 
Perhaps it would be impossible if it were 
attempted. Our opinion is, therefore, that 
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the association will not survive. We base 
this conclusion upon the following facts, 
disclosed in the examination of the New 
York insurance department: 

“First: The unpaid death claims are 
abnormal. Its funds and insurance in 
force, particularly the latter, are rapidly 
decreasing. ‘This is due to increased as- 
sessments and loss of confidence. In- 
creasing death losses must be met by in- 
creased assessments, which results in driv- 
ing members off the books at an unprece- 
dented rate. The lapsing members consti- 
tute healthy lives, which seek their in- 
surance elsewhere. This results in an in- 
creased mortality among those who re- 
main, which must lead to a further in- 
crease of assessments and a repetition of 
the decrease in membership. 

“Second: The rates of the association 
are unequal, and discriminate in favor of 
some and against other policy-holders. 
The only apparent attempt made to equal- 
ize rates resulted in the retirement of 
nearly fifty per cent. of the insurance 
against which the increased assessments 
were made. This indicates that the af- 
fairs of the association have become so 
complicated that any attempt to establish 
among the present membership. that 
equality so essential in a mutual life in- 
surance organization, results mainly in 
disaster. 

“Third: The present management can- 
not retain the confidence of enough mem- 
bers to insure the perpetuity of the Asso- 
ciation. It is weak, incompetent, and, 
whether voluntarily or involuntarily has 
become involved apparently in corrupt 
practices. This corruption will naturally 
attach itself to this organization, because 
to keep up the confidence of its members 
its management must, if possible, sup- 
press the facts. This system of corrup- 
tion will not diminish, but will increase, 
because the association will need to pro- 
cure more and more the silence of the 
inquisitive and the critical. 

“The association is being drained by in- 
creasing mortality and extravagant ex- 
penditures. The publicity given to these 
facts by the examination of the New York 
insurance department will so unsettle the 
confidence of members ase to make recov- 
ery under the present management vir- 


tually impossible.” 

We have since then seen no cause to 
change this opinion. The company has 
made no progress; on the contrary, it has 
been compelled to resort to expedients to 
pad its statement and to give it an ap- 
pearance of prosperity which is not ac- 
tual, During the year 1900 almost its en- 
tire writings of new business were com- 
prised of reinsured contracts of the North- 
western Mutual Life Association. In its 
annual statements this year the agssocia~ 
tion’s assets have been inflated some 
$8,600,000 by classing policy liens as assets. 
As an asset a policy lien is purely ficti- 
tious and no company which resorts to 
this method of inflating its resources is 
entitled to public confidence. 

The association claims that its business 
has been placed upon an old line basis, 
but this is not reassuring because the 
trouble with the association is not wholly 
due to method. Mismanagement and the 
endless corruption necessary to maintain 
a semblance of public confidence is the 
chief difficulty and seems to be slowly but 
surely undermining the foundations of 
this corporation. If the members of the 
Mutual Reserve Fund had the power to 
dispiace the present management, and to 
substitute another therefor, there might 
be some hope for the organization; and 
yet it may be that the point has been 
passed where a fusion of new blood would 
check decline. 

The insurance department of Massachu- 
setts has decided not to admit the policy 
liens of the association which have been 
accepted by other departments. This will 
reduce the assets of the corporation by 
about $8,666,000 which will leave claimed 
cash resources of $3,200,000. What the lia- 
bilities of the association may be under 
Massachusetts requirements has not yet 
been determined. The so-called Dewey 
law permits the valuation of reorganized 
assessment companies upon the one-year- 
term basis until 1903. The association re- 
ports that it issued some $64,000,000 of new 


* business in 1900, increasing the insurance 


in force a little over $16,000(00. As the 
new insurance issued was mainly due to 
the reinsurance of the Northwestern Life 
Association the association’s direct busi- 
ness appears to have fallen off materially. 





THE USE OF PRELIMINARY TERM VALUATION.* 





By Thomas B. Macauley. 





Let me put a question: Is it possible 
for any company, under the present con- 
ditions of business, to provide out of the 
premiums which it receives in the first 
year of its policies, the reserves technical- 
ly required at the end of that first year’ 
I think we will all unhesitatingly answer: 
No; no matter how economically the com- 
pany may be managed. 

Then, the further question comes up: 
Is a company to be considered insolvent 
because it has not that reserve on hand 
at the end of the first year of its exis- 
tence? Most of us agree that it is by no 
means necessarily insolvent in reality, 
though it may be that state laws, which 
exact that technical reserve, may declare 
that it is insolvent in theory. But, surely, 
if law and common sense are at variance, 
there ought not to be much doubt as to 
which of the two we ought to throw over- 
board. 

The requiring of such a technical re- 
serve has already wrought immense mis- 
chief and injury in times past. As Mr. 
McClintock has pointed out, in the paper 
which was read yesterday, it was one of 
the principal causes of the ruin of a num. 
ber of young companies about a quarter 
of a century ago, many of which might 
today have been living, and strong and 
prosperous, but for that law. I think I 
am right, also, in saying that the Atlantic 
Mutual would have been saved but for 
that law. 

But, if a reserve at the end of the first 
year is unnecessary, what position should 
we take in the matter? 

In trying to arrive at a solution we 
should take into consideration both 
scnools of actuarial thought. On the one 
hand we cannot ignore the ordinary 
school, by which the system of net valua- 
tion is considered essential. This system 
is so deeply rooted on this continent, and 
especially in the state insurance depart- 
ments, that he is a very hopeful man who 


“*Discussion before the Acturial Soclety of America 
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expects to overthrow it. Andon the other 
hand, we have the method of gross valua- 
tions, endorsed but for solvency purposes 
only, by nearly all the leading actuaries 
of Great Britain, and by a number of 
prominent actuaries even on this side of 
the Atlantic, including Mr. McClintock. 

Is any compromise between these two 
opposite schools of thought possible? It 
seems to me that Mr. Whiting’s paper, 
or at least a part of it, is very important, 
because it provides just such a comprom.~ 
ise by opening up a middle course, which 
to my mind satisfies the main require~ 
ments of each of these schools, and is, in 
fact, superior to both of them. I think 
it solves the difficulty in a most happy 
It adapts Dr. Sprague’s Eng- 
lish idea to American conditions. On the 
one hand it avoids those uncertainties ana 
margins for variation—arising from dif- 
ferences between the opinions of individ- 
ual actuaries, or from the necessities of 
their companies—which are the great dan- 
ger and the great objection to gross pre- 
mium valuations. It does away with the 
necessity of setting aside a reserve at the 
end of the first year, and yet it adheres 
strictly to the principle of net valuations, 
and thus justice, not only to young com- 
panies, but to the old members of old 
companies in the distribution of expenses 
and profits. With all deference to the 
opinion of others, I cannot but think that 
this last point deserves our most serious 
consideration. 

And, finally, Mr. Whiting’s plan has 
this great advantage that it takes the 
public into the confidence of the compan- 
ies. The policies are not valued by the 
insurance departments or by the actua- 
ries as anything different from what they 
really are, but, if they are properly writ- 
ten, each contract states clearly on its 
face what is being done, so that every 
policy-holder knows exactly what he is 
getting, and has, therefore, no cause for 
complaint. 

Now, to sum up, if by altering the na- 


manner. 
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ture of the assurance, a policy contract 
can be so arranged as to comply with ali 
the requirements of the law, and yet not 
impose on the company the unnecessary 
burden of providing for a reserve at the 
end of the first year, I, for one, think 
that that action is not only unobjection- 
able, but praiseworthy, and I consider 
that Mr. Whiting deserves the thanks of 
the society for drawing our attention to 
this possible solution of a great and long- 
standing difficulty. 

Mr. Wells spoke yesterday of a Twenty 
Payment Life Policy, which, if I under- 
stood him aright, guaranteed paid-up as- 
surance equal to one-twentitth of the sum 
assured for each premium paid, and 
which in other respects was clearly a 
Twenty Payment Life Policy. He very 
properly obects to such an assurance be- 
ing valued on the term basis for the first 


Fredrick L. Hoffman, the life insurance 
statistician, says that the statistics of 
suicide in forty-five cities show this crime 
to be on the increase. In 1889 the rate of 
suicide was 12.7 per cent. per hundred 
thousand, and in 1898, 17 per cent. There 
are some who claim that the liberality of 
the companies in respect to suicide is in 
part responsible for this increase, but it 
is very difficult to say whether this is 
actually the case or not. There have 
been of late a number of cases where 
heavily insured men have committed sul- 
cide and the crime has appeared of less 
moment in the eyes of the suicide because 
of the existence of the insurance. There 
are, however, other features of modern 
life which tend to account for the in- 
crease. Furthermore, the actual increase 
may not be as marked as is shown because 
of the increased facilities for collecting 
statistics which have been developed dur- 
ing the decade. There has of late, how- 


year, merely because a clause to that ef- 
fect is inserted in it. But his remarks 
have no bearing upon a policy clearly 
worded as a term assurance for the first 
year, where no paid-up policy or surren- 
der value whatever is given for the first 
premium, but where the paid-up value, in 
case of surrender, is one-nineteenth for 
each premium paid, and not one-twen- 
tieth, and only premiums after the first 
are taken into account. A policy, clearly 
and consistently worded in this way, can 
only be properly valued as what Jit is 
—a term assurance for the first year, and 
a Nineteen Payment Life Assurance 
thereafter. The fact that the first pre- 
mium may be the same as the subsequent 
ones is cf no importance, for net valua- 
tions have to do with net premiums only, 
and not with gross premiums. 


ever, been a reaction against the liberal 
policies formerly issued, which in the 
opinion of many, were simply an invita- 
tion to fraud by suicide. 


SS KS SK 
During the current session of the state 
legislatures there has been 
strong disposition to impose an increased 
tax upon insurance companies of alt 
classes. Among other states, Colorado 
passed a bill increasing the tax on gross 


shown a 


premiums ito three per cent. When the 
measure reached the governor it was 
vetoed on the ground that the increased 
tax would fall upon the premium payers. 
The same official vetoed a valued policy 
bill. The intelligent action taken by the 
governor appears to have been due in 
part to the influence exerted by a well 
organized state association of local fire 
insurance agents. 
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. Notes of Interest Relating to the Association Movement — General Information Covering the 
Whole Field. 





The failure of a substantial number of 
non-union companies to agree in confer- 
ence upon a satisfactory method of co~ 
operation with the Eastern Union has de-~ 
ferred the consummation of plans which 
at one time seemed well in hand. Never. 
theless, the question of co-operation be~ 
tween an important contingent of non- 
union companies is now being discussed. 
There appears to be quite a strong senti- 
ment in favor of a departure from the 
flat commission. Thire is a growing opin- 
ion in favor of contingent commissions. 
Some, however, think it better to adopt 
a scale of graded commissions like that 
of the Western Union. Another scale con- 
sidered for risks under protection is as 
follows: Specials, 10 per cent., stocks ana 
frame risks, 15 per cent., brick mercantile 
buildings, 20 per cent., preferred risks, 
25 per cent. This grading, it is claimed, 
will bring the companies a better classifi- 
cation and in the aggregate will not in- 
the present 


crease commissions above 


level of 15 per cent. 
ee 

The retaliatory law of Michigan has 
been amended so that foreign fire insur- 
ance companies having deposits in this 
country will be considered, for purposes 
of taxation, as domestic corporations of 
the state in which the deposit is made. 
Under the old law foreign companies were 
exempt from the operation of the retalia- 
tory provisions, but by this change they 
become classed as American companies. 
This change is the outcome of the discus- 
sion in regard to discriminating taxation. 
Under the new Michigan law any advan- 
tage to foreign companies under retalia-~- 
tory laws is entirely removed. If adopted 
in other states it will result on the whole 
in a considerably larger tax on foreign 
companies, which is already somewhat 


heavier than that imposed upon American 
companies. In New York state, where the 
deposits of most of the foreign companies 
are made, these corporations, for purposes 
of taxation, are treated both as domestic 
and foreign companies. In other words, 
they are taxed twice. If New York state 
were to take the position taken in Michi- 
gan, one of the principal subjects of con- 
troversy with American companies would 
be removed. New York would look upon 
the branch offices of foreign companies as 
domestic organizations solely and their 
taxes throughout the country would be 
exactly the same as imposed upon domes- 
tic companies of New York state. The 
Michigan enactment. may be the first 
effective step towards a removal of the ex- 
isting inequalities and inconsistencies. 
cs 

At a meeting of the New York State As- 
sociation of Local Fire Insurance Agents 
held at Buffalo, May 29, the action of the 
National Association taken last year in re- 
spect to overhead writing, multiple agen- 
cies, brokerage and legislation, was ap- 
proved and the members pledged them- 
selves to co-operate with the companies in 
the matter of legislation. The following 
resolution, which seems in its essence an 
endorsement of the proposition recently 
advanced by President Wilson of the Utah 
‘Agssociation, was adopted: “That it is the 
sense of this meeting that members of. the 
association should only represent such 
companies as are working harmoniously 
with local boards throughout the state.” 
Somewhat similar action has been taken 
by the associations of Kentucky and Ala- 
bama. In Indiana the matter had been 
favorably discussed, but no definite action 
taken. 

ss & 
The Kentucky Agents’ Association has 
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adopted a resolution against overhead 
writing by agents and has instructed its 
executive commitee to formulate plans 
for covering the question. A resolution 
was adopted recommending that in the 
future no member of the association ac- 
cept the agency of any company that al- 
ready has an agent in his community. 
Concerning the dissolution of the confer- 
ence committee of the Western Union, ac- 
tion was taken characterizing it as hasty 
and unfortunate and tending to create an 
undesirable breach between the compan- 
ies and agents. Hope was expressed that 
the action of the Western Union commit- 
tee would be reconsidered. Since then an- 
other committee has been appointed by 
the Western Union. 


st et Ss 


At the recent annual meeting of the 
Georgia Association, the only action taken 
was to recommend the passage of the resl- 
dent agency bill and that the deposit of 
fire insurance companies in the state be 
increased from $10,000 to $25,000. The 
question of insurance of industrial trusts 
was discussed, making it clear that in the 
South, as well as in the West, this issue 
has become one of leading importance to 
all local agents. It is learned that at a 
number of southern points, agents are 
protecting themselves against the compe- 
tition of the trust broker by such action 
as was taken at Muskegon, Mich., refer- 
ence to which was made in this magazine 
last month. The trust issue is becoming 
exceedingly important; one of the largest, 
the United States Steel Corporation, hav- 
ing decided to carry its own insurance. 
Among other things, the antagonistic at- 
titude of local agents is advanced as a 
reason for this action. On the other hand, 
local agents, by assuming an aggressive 
position, have succeeded in retaining con- 
trol of lines which otherwise would have 
passed into the hands of city brokers, 
notably in the case of the Cudahy Pack- 
ing Company in Omaha. Local agents re- 
fused to write the risks for the brokers, 
Messrs. Johnson & Higgins of New York, 
and as a result have received direct con- 
trol of the line at full commission. This 
tends to show that where the conditions 
are equal the local agent stands a fairly 
reasonable chance of controlling the line. 


As a result of a conference between 
special committees appointed by the New 
England Insurance Exchange, the New 
York State Association and the Middle De- 
partment Association, uniform schedules 
have been adopted covering a number of 
important classes of hazards. When the 
Committee of Fifteen of the Eastern 
Union took hold of the rating question in 
the Bastern States it found that schedules 
applied in the territory under the juris- 
diction of these three associations, on pre~ 
cisely similar hazards, produced widely 
varying results. There were not only va- 
riations in the base rate but unexplain- 
able differences in the charges for defi- 
ciencies and deductions for improvements. 
The committee, from its vantage point or 
observation, saw that the only remedy 
for this situation was a conference be- 
tween the three organizations and the 
adoption of identical schedules for these 
classes of risks. This conference was held 
and the committees from the different or- 
ganizations spent several days in consid- 
ering schedules and formulating base 
rates, charges and deductions, which could 
be applied alike to all sections. The New 
England Insurance Exchange has already 
adopted the schedules agreed upon, an ap- 
plication of which will not only equalize 
charges throughout the Eastern states but 
will produce a somewhat increased and 
much needed income for the companies. 

se Ss 

Chairman Pinkham of the committee on 
organization of the National Association 
reports that interest in the national body 
is starting up and that the organization 
of state associations is proceeding. An 
association has been formed in Arkansas 
and Maryland and a reorganization of the 
associations in California and Iowa is in 
progress. In Florida, Delaware, South 
Dakota, Arizona, Idaho, and Oregon steps 
are now being taken to secure local or- 
ganizations, and in all probability most, 
if not all, of these states will be organ- 
ized in time for the next convention. if 
this is done every state anl territory of 


.the country will be covered except Ari- 


zona, Nevada, and Indian Territory. 
cs © 
The Texas Association has made an im- 
portant amendment to its brokerage rec- 
ommendation. Last year it voted that 
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members decline to write business for 
brokers or outsiders at less than satisfac- 
tory rates and full commissions, excepting 
in the case of duly commissioned agents 
residing in the state. Under the amend- 
ment, the payment of commissions to resi- 
dent agents has been stricken out. 
se 
In discussing the proposition to place 
larger rating powers in the hands of local 
agents, Mr. H. E. Palmer of Omaha, vice-~ 
president of the National Association, 
thinks that this plan is impracticable un- 
der existing conditions where the majority 
membership in the local boards is so fre- 
quently comprised of ‘‘side-line’ agents 
who are in the business merely for what 
they can make and would, if they had the 
power, adjust the rates entirely to sul 
the insured. The condition which Mr. 
Palmer cites of Omaha is equally true of 
other places both East and West. The 
practice of multiplying agents has ren- 
dered rate making by local boards in 
many places impossible. The real agents, 
the men who do the business and under- 
stand its principles, represent a powerless 
minority. If the single agency system 
were established Mr. Palmer’s objections 
to rating by local agents would of course 
be met. 
es Ft 
The Kentucky agents association has 
changed its membership. fees to conform 
more nearly to the benefits received, by 
substituting a graded for the uniform 
fee formerly charged, that is $5 for agents 
in first class cities; $4 for second class; 
$3 for third clase, $2 for fourth class and 
$1 for all others. The benefit of associa- 
tion among agents, as among companies, 
varies with the size of the interests in- 
volved, and a graded membership fee is 
much more equitable than a_ uni- 
form charge. A fee apportioned to the 
amount of business done would probably 
adjust charges to benefits derived even 
more equitably than the differential fixed 
fees adopted by the Kentucky association. 
The action taken, however, is a step in 
the right direction and will undoubtedly 
be followed by other associations. 
cs se 
A singular injustice seems to have been 
done the North British and Mercantile 
Insurance Ccmpany by the insurance de- 


partment of Tennessee. On April 27, 1900, 
the North British reinsured a portion of 
the business of the Traders Fire of New 


York for thirty days, pending a schedul- 
ing of unexpired risks, when a perma- 
nent reinsurance contract was contem- 
plated, a certain sum in cash being paid 
on account. At the end of thirty days 
the schedules were still not made up and 
‘the contract of reinsurance was con- 
tinued temporarily upon the payment of 
further sums in cash, $85,000, all told, 
being paid on such account. On August 
3, the Traders having failed to pay the 
balance of $71,000 due to complete the re- 
insurance, the North British, under the 
terms of the contract, declared the same 
null and void, having learned that the 
Traders was financially unable to carry 
out its obligations. A few days after, 
the Traders was found to be insolvent 
and a receiver was appointed. Some 
agents of the Traders in the state of 
Tennessee, who had suffered loss by its 
failure, undertook to hold the North Brit- 
ish liable for this loss and ordered the 
insurance department of that state to 
notify the company that if it did not 
acknowledge liability its license would 
be revoked. The company procured an 
injunction against the commissioner 
which was sustained by the Chancery 
Court and subsequently, on appeal by 
the Court of Appeals. The Commis- 
sioner then appealed to the Supreme 
Court, which reversed this decision by a 
vote of two to three, not on the ques- 
tion of liability, however, but on the 
ground that it was within the province 
of the state department to determine 
whether or not the circumstances war- 
ranted the revocation of the license. 
Following the decision the commissioner 
stated that he would renew the com- 
pany’s license if it would forfeit its legal 
rights, so far as claimants in the state 
of Tennessee were concerned. This the 
company declined to do and instructed 
its agents to cease business in Tennessee 
till the courts in that state had rendered 
a decision as to its liability. In the mean- 
time, the Supreme Court of New York, on 
a similar issue, has decided that the 
North British is not liable for any claims 
against the Traders Fire after August 
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3. The commissioner of Tennessee, there- 
fore, is in the position of having revoked 
the license of the company because it 
declined to pay claims for which it was 
not legally or morally bound. The Ten- 
nessee agents of the Traders were led 
to believe that the policies of the Trad- 
ers, at the time of its failure, were cov- 
ered by reinsurance, and having by this 
misunderstanding suffered a loss, claimed 
that the North British was bound to 
cover the same. 


et Se 


Considerable interest has been excited 
by the announced admission of the 
Hartford Fire to the Western Factory 
Association. This company has hereto- 
fore declined to co-operate in this special 
line of effort. It is not known, however, 
whether the company’s action in the 
West will be followed by its admission 
to the Factory Insurance Association of 
Hartford which Eastern and 
Southern territory. It is stated that the 
Western association proposes to inaugur- 
ate a more active campaign for equipped 
business, but will continue to recognize 
and co-operate with the local agent. 


covers 


Chairman Knapp of the Inter-State 
Commerce Commission is quoted as say- 
ing that the national anti-trust law is 
fundamentally at variance with the prin- 
ciples which should govern the conduct 
of public transportation. He says that 
in forbidding cooperation among rail- 
roads consolidation has been forced, and 
that excessive competition leads to bank- 
ruptcy and the absorption of the weak 
by the strong. What the members of the 
Inter-State Commerce Commission have 
found by observation to be true of rail- 
roads is equally true, as will in time be 
so recognized by Government authority, 
of the application of anti-trust laws to 
fire insurance. The attempted enforce- 
ment of open competition in fire insur- 
ance is one of the forces which is operat- 
ing to compel consolidation in the busi- 
ness, and which is making it increasingly 
difficult for the weak to maintain them- 
selves against the strong. If there is 
as some believe, a deliberate 
among large fire insurance corporations, 
to force a “survival of the fittest,’ noth- 
ing has aided this design more than anti- 
compact laws, often encouraged by com- 
panies who have unthinkingly promoted 
the consolidation they thought to avert. 


purpose 


CONCENTRATION IN FIRE INSURANCE. 





Its Ultimate Effects Likely to be Beneficial — Present Results Not in the Direction of 
of Greater Economy. 


(From the Insurance Field.) 


In an article on ‘Concentration in Fire 
Insurance,’ Insurance Economics calls at- 
tention to the decrease in the number of 
competing companies as shown in the re- 
ports to New York. The largest number 
of companies reporting to that state since 
the Chicago fire, it says, was 201 in 1875. 
On December 31, 1900, the number was 161, 
of which 35 were owned or controlled by 
other companies, ‘“‘so that the actual num- 
ber of competing corporate units was 126,” 


of which some half dozen have been ab- 
sorbed or otherwise retired since. The 
concentration of fire insurance capital and 
the decrease in the number of competing 
companies is approved by Economics for 
the reason that “the tendency is along 
economic lines and will promote the wel- 


* fare of the largest number of people.” 


Such a result, of course, justifies the 
course of every business and all who are 
interested in fire insurance will welcome 
any scheme of concentration that will 
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produce economy of operation and steadl- 
ness of results. But it must be admitted 
that the steps toward concentration have 
not yet produced any conspicuous eco- 
nomical results. On the contrary, 
and in spite of the increased  vol- 
ume otf term business (which of course 
reduces the rate) the tables of results 
show that there has been an abso- 
lute decrease in the ratio of losses to $100 
at risk, which is the only sound basis for 
the determination of the rate. But there 
has been an increase (1) in the rate of 
premium on each $100 at risk, and (2) in 
the ratio of expense to every $100 of pre- 
miums. So that it appears that notwith- 
standing the concentration of capital fire 
insurance has steadily increased in cost 
to the insuree and has steadily become 
more expesive for the reduced number of 
companies to conduct, while at the same 
time there has been an appreciable de- 
crease in the ratio of insured property de- 
stroyed. 

The annual report of the National Board 
of Underwriters for 1901 shows that the 
amount of losses paid to $100 of risks in~ 
sured was, for three decades, as follows: 
1871-80, 50.6 cents; 1881-90, 48.7 cents; 1891- 
1900, 47.6 cents. 

For the three decades the ratio of ex- 
penses to premiums received was as fol- 
lows: 1871-80, 33.16 per cent., 1881-90, 34.16 
per cent; 1891-1900, 36.65 per cent. and this 
is increasing steadily. 

For the three decades the amount of 
premium charged per $100 insured in the 
aggregate was as follows: 1871-80, 94.32 
cents; 1881-90, 98.80 cents; 1891-1900, 108.1 
cents, 


We do not want to be understcod as 
quoting these facts as proof that concen- 
tration will not promote economy. On 
the other hand we think it will; but the 
curious result remains that thus far it 
has not, the causes of which may be con- 
jectured. The principal one is that there 
has not yet been any intelligent well di- 
rected plan of concentration. The com- 
peting companies eliminated have been 
retired by brute rivalry, by a deliberate 
increase of expense in order to force the 
weaker ones to the wall. This method 
continues yet. There are no indications 


that it will be abandoned. While all other 
great capitalistic enterprises have been 
undergoing conversion to adapt them- 
selves to modern economic necessities by 
sudden transiormations, fire insurance 
yet continues the movement to purge it- 
self by means of “‘the pace that kills” off 
the weaker. What economy can there be, 
for instance, in the retirement of the Lan- 
cashire and the promotion of the Citizens 
of St. Louis? The number of unnecessary 
local agents has not been reduced, and the 
fierce competition is not decreased; on the 
contrary it takes the more ruinous form 
of inbred competition—where agents of 
two or three companies of one ownership, 
or of allied ownerships, are competing 
with each other at the expense of a com- 
mon employer. And thus far the benefits 
of such competition have not reached the 
general public. This brute method of 
elimination has had one effect. It has 
tested the agency system of conducting 
fire insurance to the utmost. It has forced 
every sort of expedient and desperate 
remedy into use. It has rendered the 
study of rating a vital necessity. It has 
increased the opportunities of intelligent 
local agents while it has called an army 
of irresponsible and ignorant solicitors 
into the ranks. The multiple system of 
agencies has become a burden so great 
that it threatens to be a peril to the busi- 
ness. In many of the large cities the 
clamorous competition of competing 
agents is like that of rival “‘barkers” for 
shows on a Midway Plaisance. 

Intelligent concentration of fire insur- 
ance capital is desirable to the public, to 
the stockholders of companies, and to un- 
derwriters occupied with the real conduct 
of the business. But thus far there is no 
sign of an intelligent plan on the horizon, 
When it appears it will be accompanied 
by a purpose to cut out the unnecessary 
and costly agency competition, to: consid- 
erably reduce the rate of commissions, 
to adjust the rate of insurance equitably 
upon all classes, and to simplify the hand- 
ling of the enormous lines of liability that 
concentration in property ownership is de- 
veloping. Unless these things are 
achieved there is nothing to be gained by 
fire insurance concentration, but rather 
much to be complained of. 
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